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INTELLIGENCE ACTIVITIES— INTERNAL REVENUE 

SERVICE 



THURSDAY, OCTOBER 2, 1975 

Select Committee To Study Governmental Operations 

With Respect to Intelligence Activities, 

Washington , D.G. 

The committee met. pursuant to notice, at 10 :05 a.m.. in room 318, 
Russell Senate Office Building, Senator Frank Church (chairman) 
presiding. 

Present : Senators Church. Tower. Mondale. Huddleston, Morgan, 
Hart (Colorado). Baker, Mathias, and Schweiker. 

Also present: William G. Miller, staff director; Frederick A. O. 
Schwarz, Jr., chief counsel, and Curtis R. Smothers, counsel to the 
minority. 

The Chairman. The hearing will please come to order. 

The Internal Revenue Service is one of the largest repositories of 
raw intelligence information in the United States. It has 700 offices 
spread across the country, and it employs over 88.000 people, includ- 
ing more than 2.500 special agents. The data collected by this behe- 
moth lay bare the lives of 80 million individuals who file their tax 
forms each year. 

In meeting our obligation to pay taxes on our earnings and thus 
support this country, we reveal to the IRS some of the most private 
and personal aspects of our lives. We tell the IRS for whom we work 
and how much money Ave make. We tell the IRS not only how many 
children Ave have, but additionally their educational achievements. 
We tell the IRS how we spend and invest our money, what charities 
Ave favor, and Iioav Ave contribute to the churches we attend. 

Upon examination of the 1040 income tax return, which the vast 
majority of us are required to file with IRS, one can determine if 
we suffered an extensive illness during the previous year, whether we 
bought eyeglasses, and the extent to which Ave traveled. In short, 
information Ave furnish the IRS constitutes an accurate profile of 
our liA'es and our lifestyles. 

Moreoi’er, the IRS conducts special tax audits and investigations to 
gather still more information. Unlike other intelligence agencies, the 
IRS can obtain financial information upon demand, Avithout a 
subpena. 

The IRS is an intelligence agency in two respects. First, it is a vast 
reservoir of detailed personal information about Americans, and sec- 
ond. it conducts intelligence-collection activities through its own in- 
telligence division. 
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The committee intends to explore both aspects of the IRS. In par- 
ticular, we will examine closely ways in which other intelligence serv- 
ices have made use of the IRS as a lending library of tax information. 
This great storehouse of data on American citizens has proved to be 
irresistibly tantalizing to other Federal agencies, particularly the 
FBI. 

The controls over the use of tax information which the IRS releases 
to other agencies are inadequate. The committee has found evidence 
indicating that the FBI has widely misused IRS tax information to 
disrupt political activists. Tax return confidentiality has eroded to the 
point where our Federal Government has turned these supposedly 
private documents into instruments of harassment used against citizens 
for political reasons. 

If the law does not assure that tax returns filed by Americans will 
not be turned against them, our system of voluntary compliance with 
the tax laws faces a doubtful future. The committee will go into this 
misuse in detail next month, with our hearings on the FBI COINTEL 
PRO (Counterintelligence Program) activities. 

Today, though, we wish to open this subject by looking at the IRS 
as a collector of intelligence. 

Most Americans pay their taxes voluntarily and honestly. A few do 
not. Because of these few, the IRS has an Intelligence Division com- 
prising 2.700 special agents, whose job is to investigate cases of crim- 
inal tax fraud. 

The principal area of inquiry the committee will consider this 
morning with Commissioner Donald C. Alexander has to do with the 
scope of intelligence practices required by the IRS to do its job of 
collecting the taxes. We especially wish to learn to what extent the 
IRS intelligence capacity has been, and to what extent it should be, 
employed in the service of objectives which fall outside the strict 
realm of tax compliance. For example, a branch of the IRS, called the 
Special Service Staff TSSS]. now defunct, had the task of investi- 
gating political activists. It was abolished by Commissioner Alex- 
ander shortly after he took office in 1973. 

One wonders how an agency designed to collect revenue got into 
the business of defining and investigating political protesters. There 
were some 8,000 individuals and 3.000 organizations on the SSS list. 
The incredible overbreadth of the Special Service Staff target list can 
only be appreciated by hearing some of the SSS list of suspects. 

Let me refer to some of the organizations that were on the list : the 
American Civil Liberties Union, the American Librarv Association, 
the Conservative Book Club, the Ford Foundation, the Headstart pro- 
gram. the NAACP, the Lawyers Committee for Civil Rights Under 
Law. the Universitv of North Carolina, and approximately 50 branches 
of the National Urban League. Apparently, someone in the IRS or 
the FBT, and other outside contributors to the program, felt that 
these groups and individuals, plus many more, warranted special tar- 
geting for a concentrated tax-enforcement program. In essence, they 
were to be punished bv the IRS for their political views. 

Lists like this one highlight a most disturbing aspect of the IRS 
and other intelligence services. They seem to have an almost inexorable 
need to amass information for its own sake, and to find new reasons 
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for expanding intelligence collection — in the case of the IKS. reasons 
which may bear little relationship to the needs of a tax collection 
agency. Worse yet. the giant agencies begin to run out of control 
as administrators face the difficult task of knowing what is going on 
within their own mushrooming organizations. These are the dilemmas 
we wish to discuss today with the Commissioner of the IRS. 

Before w > move to the Commissioner. I want to defer to Senator 
Tower, if , ou would like to make an opening statement, Senator. 

Senator Tower. Thank you. Mr. Chairman. 

Amplifying on your statement that an abundance of intelligence 
data may pose a danger in and of itself. I am of the view that today’s 
hearing moves the committee into another phase of our examination 
of the impact of governmental intelligence-gathering activities on 
fundamental concepts of privacy and individual liberties. 

Agencies involved in clandestine collection on the international 
scene have acknowledged some incidental threats to the privacy and 
safety of American citizens. The rationale has been the need to main- 
tain a vigilant watch on the national security. 

Our examination of the Huston plan revealed a coming together of 
national security and concerns for enforcement of the domestic crimi- 
nal laws. The potential threats posed by both areas of activity are real, 
and I do not seek to minimize our concern. We are indeed fortunate 
that deadly biological agents never left the governmental laboratories 
where they were stored. 

Our Nation and fundamental freedom are the winners when, for 
whatever reasons, a comprehensive spying effort like the Huston plan 
is vetoed. The need for national security and criminal law enforcement 
are clearly legitimate concerns, and I firmly believe that needed legis- 
lative reforms can be fashioned to correct abuses while preserving 
necessary and proper intelligence efforts in these vital areas. 

When I apply the same standards to the intelligence activities of the 
IRS, Mr. Chairman, I am far less sanguine on the issue of the need 
for such efforts by the tax collector. I am deeply concerned about the 
purpose of IRS intelligence-gathering activities. This concern is two- 
fold. First, there appears to be a belief that enforcement of the tax 
laws, as they relate to evasion of payment, is viewed as a matter to be 
handled completely within the IRS structure, as opposed to a situation 
warranting the attention of agencies charged with enforcement of the 
criminal statutes. 

Evasion of taxes is a crime. However, I question the need for IRS 
surveillance of nightclub patrons as an investigative technique. I am 
uncomfortable with the notion that driving an expensive automobile 
to the parking lot of a stadium where a prize fight is being held should, 
standing alone, subject one to IRS scrutiny. In a nation which has al- 
ways insisted upon the presence of reasonable grounds or probable 
cause as a basis for the focusing of its law enforcement apparatus upon 
the private citizen, there may be a real need for reassessing the pro- 
priety of vesting police powers in an agency which is, or should be, 
primarily concerned with collecting revenue. But at least these efforts 
purport to be in discharge of the agency’s basic mission. 

Of far greater concern to me is a second purpose for much of the IRS 
intelligence effort. That is the apparent reliance upon intelligence- 
gathering as a vehicle for protecting the image of the IRS. I refer par- 
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ticularlv to the intelligence activities which were apparently initiated 
in response to congressional or executive branch inquiries questioning 
the vigor or evenhandedness of IKS efforts against prominent in- 
dividuals and organizations. 

We must not allow any agency of this Government to insure its 
existence or prestige by amassing files on citizens solely for the pur- 
pose of being in a position to represent that it has spied on the right 
as thoroughly as it has scrutinized the left, that it is as vigilant with 
nonprofit corporations as it is with gangsters. The invasions resulting 
from such actions far outweigh any need for assurances of IRS ob- 
jectivity and only open wider the door that would make IRS an un- 
witting tool of those who would make impioper or illegal use of such 
information. 

Mr. Alexander. I hope that you might shed some light on the per- 
ceived need for IRS intelligence, if any. and the need for spending the 
capabilities of IRS in the field, as compared with other law enforce- 
ment agencies who might assist in ferreting out criminal tax evasion. 
And. finally, what, if any. additional guidance the Congress might 
legislate to insure, that the revenue will be collected with minimum 
invasion of the taxpayer-citizen’s rights. 

Thank you. Mr. Chairman. 

The Chairman. Thank you. Senator Tower. 

And now. Mr. Alexander, if you would please stand and take the 
oath. 

Do you solemnly swear that all the testimony yon will give in this 
proceeding will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Alexander. I do. 

Mr. Whitaker. I do. 

The Chairman. Mr. Schwarz will begin the questioning. 

TESTIMONY OF DONALD C. ALEXANDER, COMMISSIONER, INTER- 
NAL REVENUE SERVICE; ACCOMPANIED BY SINGLETON WOLFE, 

ASSISTANT COMMISSIONER, COMPLIANCE; WARREN BATES, AS- 
SISTANT COMMISSIONER, INSPECTION; MEADE WHITAKER, 

CHIEF COUNSEL; THOMAS J. CLANCY, DIRECTOR, INTELLIGENCE 

DIVISION ; AND WILLIAM E. WILLIAMS, DEPUTY COMMISSIONER 

Mir. Schwarz. Accompanying you is your Chief Counsel, Mr. 
Whitaker? 

Mr. Alexander. Yes, Meade Whitaker, Chief Counsel of the Inter- 
nal Revenue Service. Mr. Chairman. I’d like to introduce some of 
the others who are with me. if T may. To the rear of Mr. Whitaker, 
on the far right, is Mr. Singleton Wolfe, our Assistant Commissioner 
for Compliance. 

Senator Tower. Why don’t you have them stand so we can identify 
them ? 

Mr. Alexander. To Mr. Wolfe’s left is William E. Williams, the 
Deputy Commissioner of the Internal Revenue Service. And to Mr. 
Williams’ left is Warren Bates, our Assistant Commissioner of In- 
spection. To the rear of Mr. Wolfe is Mr. Thomas Clancy, the Direc- 
tor of our Intelligence Division. 




Certain of your specific epu-st ion.-, may ’no bettor responded to by 
some of th(‘ gentlemen tliat 1 have introduced than by me. Mr. C'hair- 
m:ui. Mould you like to swear the «toh|i that 1 introduced? 

The Chairman. Ves : I think jf they are going to testify, they should 
be sworn. 

l)o each of you solemnly swear that any testimony yon may give 
at this proceetling will be the truth, the whole truth, and nothing but 
t lie t ruth, so help you ( rod ? 

Mr. Woi.fk. r do. 

Mr. Bates. I do. 

Mr. Clancy. 1 do. 

M r. Wiu i \ms. I do. 

The. Chaiuaiax. All right. Mi . Schwarz. 

Mr. Schwarz. Mr. Alexander, you took over as ( onunissione.r 
when ? 

Mr. Alexander, Mv eonmnssion dates from May 26, 15)73. i was 
sworn in on .May At 1973. 

Mir. Schwarz. Mow. the chairmen and t .lie \ ice chairman both made 
statements in which they indicated their eonoern about tne use oj 
the IBS as an intelligence-gathering arm of other agencies of the 
Government, and in which they indicated their concern about moving 
the IKS into act ivities othei than tax enforcement. 

The first question I have is r gincral question: Bo you share tnose 
cone erns 1 And the second general question. 1'tave- you tried to do any- 
I hing about it ? 

Mr. Alexander. First. 1 do shaft those concerns, second, i. Ls \e 
tried, r am trviug. and I shall eontinue to try to do something about 
it. I find nothing antithetical octv.ren cllecrive inw enforcement and 
responsible- and legai law enforcement. 

I find that the IRS is a large agency having large powers, arm 
having i vast store of . oniideni ial information, ’this information, 
these powers, these resources, mean that the IES has a great duty to 
conduct itself effectively but also responsurlt . 

We in the management of the IES have been doing our best to 
cause the THA to so conduct itself. 

Mr. Schwarz. Yesterday, win" v.v were talking in yoim office, 
von gave, as an illustration of what ton thought had been an excessive- 
tendency to concentrate on intelligence gathering as opposed to tax 
enforcement, the number of agents in the Brooklyn office that were 
devoted to those two parts of your work. Mould you recount that, 
and what lesson you drew front it. and what you did about it? 

Mr. Alexander. On one oj my earlv field trips, I visited the 
Brooklyn office, and I was told during that visit that w. had some 
27 agents engaged at that time in gathering intelligence and a far 
smaliei number engaged in a T unlit working cases. J believe those 
numbers related to a particular group of people and probably they 
did not cover all the special agents assigned to that particular district. 
But. I was concerned about whether our sense of priorities was a 
sound one. L was concerned about effective use of resources. And 
we have a duty to use the limited resources that we have effectively 
in the vast, job that we have. 

And I was concerned also about eifectit e lax enforcement, on the 
one hand, and preservation of individual rights, on the othei. I pre- 
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viously had the same concern about the workings of the Special 
Service Staff, another example of the use, if you will, of the IRS 
and its people, and its powers in a way that can at best be described 
as inappropriate. 

We set about to see what we were doing, and why we were doing 
it, why we needed to be engaged in generalized intelligence-gathering, 
as contrasted with obtaining the specific information that we must 
obtain to supplement that which is given to us, or to correct that 
which is given to us. Many taxpayers comply with the law, as you 
pointed out. Mr. Chairman, but some do not. And we have an obliga- 
tion to see to it that the tax burden is spread as the law requires. 

To fulfill that obligation, we must gather information, but we need 
to gather only that which is related to that job of ours, of tax adminis- 
tration and tax collection, and we need to be cognizant of individual 
rights and the Constitution, in our efforts to gather it. 

Senator Towkr. I think we do need this function. I think it is 
badly needed, to have an effective enforcement of the internal revenue 
laws, and I think our people are generally fine people doing a difficult 
job well. I think there have been some isolated instances of aberra- 
tions and departures from these principles, and I think we need to 
correct these instances and to control our operations for the future, 
rather than to eliminate the intelligence gathering. 

Mr. Scitwakz. I am sure there are going to be specific examples 
that people come to, but trying to set the framework at the outset, have 
you taken steps to cut back on what can be characterized as generalized 
intelligence gathering or finding out information at random about 
American citizens? 

Mr. Alexander. Yes. In fiscal year 11)73. this generalized intelli- 
gence gathering cost the IRS and, therefore, the American taxpayers, 
almost $12 million. That was reduced in fiscal year 1975 to $4.3 million. 
These dollars are a measure of the reduction. 

Mr. Sciiwarz. In a couple of your answers, you have referred to 
the powers, or large powers, of the IRS. Now, everybody knows the 
IRS collects taxes, but what did you mean by focusing on large powers ? 
What powers does it have that other Government agencies mav not 
have ? 

Mr. Alexander. We have power's that other agencies do not have to 
obtain information, peremptory powers, powers to issue summonses, 
to require information to be furnished to us. We have further powers : 
powers to seize property : powers to terminate a taxable year, and then, 
by assessing the tax immediately, and taking collection action, take 
money from a taxpayer; the power to make a jeopardy assessment. 

Now. these powers are necessary to tax enforcement, but because they 
are so great, because they are so peremptory, because they can be exer- 
cised by the IRS without the intervention of other agencies or courts, 
assuming we’re acting in good faith, we have an added obligation to 
use them wisely and only when necessary. 

Mr. Scttwarz. You drew an important distinction there, did you 
not? Supposedly — although we have now seen evidence to the con- 
trary — agencies like the FBT cannot enter somebody’s house and get 
1 heir papers, without having a search warrant unproved bv a court 
and going through some process of checkin"' and limiting, whereas the 
IRS has the power to compel an individual to provide the most inti- 




7 



mate details about his financial life, peremptorily, as you say, or 
without going through other processes, of the courts, for example. Is 
that right? 

Mr. Alexander. Well, subject, of course, to the fifth amendment 
privilege. Where appropriate, we give a Miranda-type warning im- 
mediately to the taxpayer, in order to make sure that the taxpayer is 
aware of his or her rights. But we do have powers to call upon third 
parties, for example, to supply financial information about a tax- 
payer to us. 

Mr. Sciiwarz. I have nothing further at this point, Mr. Chairman. 

The Chairman. Mr. Smothers, do you have any questions at this 
point ? 

Mr. Smothers. Mr. Chairman, just one brief area of inquiry. 

I have been concerned. Mr. Alexander, and the committee has 
received information regarding how the IRS deals with its enemies, 
if you will, particularly the tax protestor groups. We have informa- 
tion indicating that there has been an effort made to infiltrate these 
groups, if you will, primarily based on their anti-IRS activities, 
including things such as efforts at physical destruction at your offices 
and the filing of reams of blank returns. Is it your view that IRS 
investigators should be used in this capacity, or is this a matter better 
handled by other investigative agencies like the FBI? 

Mr. Alexander. Mr. Smothers, there are instances where the use 
of the techniques that you have described would be necessary. Those 
instances are few indeed. I think that the IRS has a responsibility 
to see to it that those who attempt to defeat tax administration and 
tax enforcement do not succeed. And. accordingly, as to tax resisters, 
we have an interest, and shall. I think, maintain an interest in making 
their efforts fail. But we also have a duty in the fulfillment of this 
limited goal to live up to the constitutional principles and the law, 
because we cannot enforce the law properly by violating the law. 

Mr. Smothers. Mr. Alexander, my question goes to who should 
be involved in this enforcement? For example, if we had dissidents 
bombing the State Department, then we would certainly ask the 
Federal Bureau of Investigation to look into that. We would attempt 
to apprehend the culprits. Should the IRS be devoting its energies to 
the essential task of catching criminals, criminals whose activities 
are really unrelated to your fundamental mission? 

Mr. Alexander. Xo. 

Mr. Smothers. "Would it then be your recommendation that these 
efforts not be dedicated to these kinds of functions? 

Mr. Alexander. It is my recommendation that the efforts that the 
IRS makes in this general area, as well as the limited area that you 
first described, should be limited to those necessary to achieve our 
mission of administrating and enforcing tax laws, rather than other 
goals. This accounts. I might suggest, for the action that I took that 
the chairman described with respect to the Special Service Staff. That 
also accounts for certain other actions that the IRS has taken. 

Tax protesters are indirectly related to tax administration, in that 
those who preach resistance to the tax laws are likely to practice 
resistance as well. We do have an obligation to see to it that the tax 
laws are enforced, and we are concerned about scofflaws. IVe should 
not be overly concerned, however, so as to devote undue resources to 
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this task, or to go about this task in a way in which our enforcement 
techniques descend to the techniques of some of those who are opposed 
to taxes. 

Mr. Smothers. Thank you. I have nothing further at this time, Mr. 
Chairman. 

The Chairman. Thank you. 

Mr. Commissioner, when you became the Commissioner, were you 
informed by the staff of the IRS about the existence of this Special 
Service group? 

Mr. Ai.rxAxm.Fi. Mr. Chairman. I had heard about the Special Serv- 
ice Staff from press reports prior to the time that I took office. The 
day after I took office, or the clay after I was sworn in on May 30, 1 had 
a meeting in my office with respect to the Special Service Staff and its 
then activities. 

The Chairman. And was a full disclosure made to you at that time 
of the activities of the Special Services Staff? 

Mr. Alexander. In my opinion, not. 

The Chairman. In your opinion not? 

Mr. Alexander. Right. 

The Chairman. What is the basis for that opinion ? 

Mr. Alexander. The basis for that opinion, Mr. Chairman, is my 
recollection — which I consider entirely correct — that I was not told 
on May 30 of a fact which some others in the room knew; that a 
memorandum describing activities which are antithetical to proper tax 
administration was. indeed, an expression of the National Office of 
the Internal Revenue Service about the attitudes and the activities of 
the Special Service Staff. That memorandum suggested that the IRS 
should concern itself with rock festivals, where youth and narcotics 
may be present. I find nothing in title 26 of the Internal Revenue Code 
to suggest that we should have a concern about l-ock festivals. 

I find that particular illustration, as well as the rest of that mem- 
orandum, to be antithetical to our job. And when 1 found out it was a 
National Office memorandum rather than an aberration in the field, I 
ordered the Special Service Staff abolished. 

The Chairman. When was this memorandum which defines the pur- 
poses and objectives of the Special Service Staff called to your 
attention ? 

Mr. Alexander. It was called to my attention, as a National Office 
document at the end of a dialog that I had with the then-Regional 
Commissioner of our North Atlantic region. I was trying to find out 
why on earth the North Atlantic region issued this memorandum, 
and did they really believe this soil of stuff : and if they did. I wanted 
to correct their attitude. 

I finally learned, as I recall, on August 8 of 1973 

The Chairman. Was that 4 months after you took office that you 
first learned of this memorandum defining the functions of the Special 
Service Staff? 

Mr. Alexander. Almost 4 months. 

The Chairman. Almost 4 months. 

Calling your attention to the. memorandum, which I think for the 
Senators' purposes is 

Mr. Schwarz. It is marked exhibit l. 1 



1 See p. 39. 
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The Chairman. Do you have that, Mr. Commissioner? 

Mr. Alexander. Yes I do, Mr. Chairman. 

Mr. Sciiwarz. Mr. Alexander, it is exhibit 1. 

The Chairman. Now, I read from the memorandum the following 
excerpt : 

Functioning under the Assistant Commissioner (Compliance) a special com- 
pliance group was established in August 1969 to receive and analyze all available 
information on organizations and individuals promoting extremist views and 
philosophies. 

Now. stopping right there, do you think that it is the proper busi- 
ness of the IRS, which is set up to collect taxes for this country, to 
receive and analyze all available information on organizations and 
individuals promoting extremist views and their philosophies? 

Mr. Alexander. No. 

The Chairman. Reading further from the memorandum: “These 
organizations and individuals can be generally categorized as, (1), 
Violent Groups"; and then, “in category (2), there is ample evidence 
of activities involving so-called Non-Violent Groups, who by alleged 
peaceful demonstrations oftentimes deliberately initiate violence and 
destruction." 

Now, stopping right there, even if that were so, does it not follow 
that protection against violence and destruction is properly the work 
of the police — including the Federal police, the FBI — and not the con- 
cern or the. work of the Internal Revenue Service? 

Mr. Alexander. Yes. 

The Chairman [continuing]. 

Included are those who publicly destroy and burn draft cards, destroy Selective 
Service office records, participate in an [sic] organize May Day demonstrations, 
organize and attend rock festivals which attract youth and narcotics, aid in 
funding the sales of lirearms to Irish Republican Army, Arab Terrorists, ct 
cetera ; travel to Cuba, Algeria, and North Vietnam in defiance of existing 
statutes relating to seditious acts : inciting commotion and resistance to authority 
by encouraging defectors in the Armed Forces to enter into alliances to subvert 
this nation. 

Now. leaving aside whether or not the actual names of individuals 
and organizations that were placed on this watch list by the IRS 
whether or not they fit in this category, that whole category has 
nothing to do with collecting taxes, does it? 

Mr. Alexander. It has nothing to do with it. except insofar as two 
things are concerned : First, if an organization claiming tax exemption 
is not entitled to it, it is our obligation to do something about it, and 
it is our obligation to determine whether an organization claiming that 
status is entitled to it. Second, if someone deducts a contribution to 
an organization that is not tax-exempt, and therefore not entitled to 
receive deductible contributions, ii is our obligation to do something 
about that. 

Beyond that, we have no concerns in these areas, and these areas 
are not a normal part of tax administration. 

The Chairman. But this memorandum went way beyond that. 

Mr. Alexander. Way beyond that. 

The Chairman. Wav beyond that, and it even went — in actual prac- 
tice — the Special Service Staff went way beyond these groups. I think 
it must have. We look at some of the individuals; wliat did columnist 
Joseph Alsop have to do with rock festivals? 
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Mr. Alexander. I have no idea. Mr. Chairman. 

Senator Tower. That is an intriguing thought, Mr. Chairman. 

The C if a irma x. Or funding the sale of firearms for the Irish Re- 
publican Army, or violating sedition laws by traveling to North 
Vietnam? I mean, what was Joseph Alsop's name doing on that list? 
Do you know ? 

Mr. Alexander. I have no idea. Mr. Chairman. I have no idea why 
my name was on the IGRS (Information Gathering and Retrieval 
System) file. 

The Chairman. What about Mayor John Lindsay? Do you know 
what connection he had with any of these organizations that would 
justify putting his name on the list ? 

Mr. Alexander. No. I do not. 

The, Chairman. What about Xobel Prize winner Linus Pauling, who 
just last week received from the President of the United States the 
National Science Medal ? Do you know why he was on this list to have 
his taxes looked at. this list of violent and nonviolent activist groups? 

Mr. Alexander. No. 

The Chairman. What about Senators Charles Goodell and Ernest 
Gruening? Do you know why they were on the list ? 

Mr. Alexander. No. 

The Chairman. What about Congressman Charles Diggs? Is there 
an}’ reason why he was put on a special watch list for examination of 
his taxes? 

Mr. Alexander. No. 

The Chairman. Well, there are other names here that are equally 
puzzling — writer Jimmy Breslin, rock singer James Brown 

Mr. Alexander. That would come under the rock singer category. 

[General laughter.] 

Mr. Alexander. There was apparently quite a concern about that. I 
suppose some, of our people did not like rock music. Now, I share that 
view. I don't like rock music. But I don't think it has anything to do 
with tax enforcement or tax administration. 

The Chairman. What about civil rights leaders Aaron Henry and 
Jesse Jackson and Coretta King? 

Mr. Alexander. The same answer, no. 

The Chairman. Or actress Shirley MacLaine ? Was that because she 
went — did she go to North Vietnam at one point ? I do not think so. You 
do not know why she was on it ? 

Mr. Alexander. I don't. 

The Chairman. Well, when you discovered names of people and 
organizations that even went beyond a memorandum, which you your- 
self have described as unrelated in its thrust to tax collection as such, 
what did you do ? 

Mr. Alexander. I ordered the Special Service Staff abolished. That 
order was given on August 9, 1973. It was implemented by manual 
supplements issued on August 13, 1973. We held the files. I ordered the 
files to be held intact — I'm not going to give any negative assurances 
to this committee — in order that this committee and other committees 
could review these files to see what was in them, and see what sort of 
information was supplied to us on these, more than Il,0o0 individuals 
and organizations as to whom and on which files were maintained. 
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I suggested, Mr. Chairman, that at the end of all of these inquiries, 
I would like to take those files to the Ellipse and have the biggest bon- 
fire since 1814. 

The C haiioiax. "Well, I concur in that judgment. I would only say 
this to you: in a way. it might be a more important bonfire than the 
Boston Tea Party when it comes to protecting individual rights of 
American citizens. I am glad you feel that way. I am glad you took that 
action. 

A hat concerns me, and what should be of concern to this committee, 
is that there is apparently no law on the statute books restricting the 
extent to which the IRS can be used as the vehicle for harassing or 
investigating citizens who are engaged in other kinds of activities quite 
unrelated to the question of their tax liability. Though in your hands 
as Commissioner these abuses might be stopped, in the hands of a less 
scrupulous Commissioner they could be reinstituted. And I think it is 
the work of this committee to write the laws in such a way that that 
will not happen in the future. 

Mr. Alexander. Mr. Chairman, there is one provision in the Internal 
Revenue Code that does provide a restriction on part of the improper 
activities that you have described. In section 7214 of the Internal Reve- 
nue Code, there is a provision making it a crime for an Internal Reve- 
nue employee to knowingly demand from a taxpayer a tax other than 
what the law reasonably requires. That does not go all the way. What 
the IRS, the administration, and Congress need to do to safeguard the 
future is to have sound laws, sound procedures, good people, continual 
oversight, and continual vigilance by the press. 

I he Chairman. I agree with that. We will be working on recommen- 
dations after we conclude this investigation that will help protect us 
against abuses of this kind in the future. And we would solicit your 
own recommendations in that regard. You tried, as Commissioner, 
to put a stop to these activities, and we naturally welcome any recom- 
mendations you might have to make. Senator Tower? 

Senator Tower. Thank you. Mr. Chairman. 

First. I would like to commend Mr. Alexander for what he has done 
to cure some of the problems that we found within the IRS. Mr. Alex- 
ander. who decides when to utilize the intelligence apparatus of IRS, 
and how much discretion do the district directors exercise in determin- 
ing when to employ this capability, and against whom it should be 
targeted ? 

Mr. Alexander. Senator Tower, I will respond generally, and then I 
would like for Mr. Wolfe, who has been in Internal Revenue far longer 
than I. to supplement my answer. 

Our special agents are frequently called in by revenue agents in our 
audit activity, or by revenue officers in our collection activity, when the 
revenue agent or revenue officer finds reason to believe, in the course 
of his audit investigation or his collection investigation, that fraud 
has been committed. This accounts for the greater part, of investiga- 
tions made by our special agents in our Intelligence Division. 

Some cases, however, arise by reason of communications that we 
receive, from informants or otherwise, which indicate that tax evasion 
has been committed, and that the chances of fraud warrant the expend- 
iture of time and money in an investigation. Some cases are developed 
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by the Intelligence Division, acting as such, after it has collected infor- 
mation tending to establish the likelihood of tax evasion. And. of 
course, our people also work closely with flu* Department of Justice 
lawyers, and other agencies, in tin* Strike Forces, of which we now 
have 17 around the country, whose activities are largely directed 
toward organized crime. 

The decision would he made as to whether to go forward with an 
investigation on a decentralized basis in our districts by our field man- 
agers, not necessarily the division chief or the branch chief or the 
group manager, as I understand it. Now. Mr. Wolfe, would you care 
to supplement that answer ? 

Mr. Wolfe. Mr. Tower. 60 percent of the work that our Intelli- 
gence, Division engages in comes from referrals, either from the Audit 
Division of the Internal Revenue Service or the Collection Division. 

1 he rest of it comes through informants or through information that 
our special agents gather in their jobs. 

Every investigation must be approved by the group manager of 
the group to which the special agent is assigned. We have very strict 
rules concerning the use of any investigative techniques. They must 
not only be legal but they must have the approval of the chief: of 
die intelligence division or that district. 

All of these, people are then under the direct control of the District 
Director of the district to which they are assigned. They also are 
provided with very good manual instructions. Tn other words, the 
manual instructions under which they are to operate are prepared 
here in Washington. 

They are also provided with handbooks, which are distributed 
from here in Washington, outlining the procedures which they are 
to follow. So those are. in general, the means by which we operate. 

Senator Tower. Thank you. 

Mr. Alexander, who sets the limits for determining when to employ 
undercover agents and when to accept and use information from an 
informant ? For example, our committee lias been lold that undercover 
agents at a meeting of tax protestors listened to the protestors’ legal 
defense plans and then passed that information on to the IDS. at- 
torney’s office. 

This would appear to me to be an abuse of IRS intelligence capabil- 
ity. I would appreciate vour comment on the propriety of tactics of 
that kind. 

Mr. Alexander. I agree with your conclusion. Senator Tower. I do 
not think that IRS undercover agents should interfere with the right 
of anyone to counsel. And the incident that you mentioned is of 
considerable concern to me. 

We have tightened up materially on the use of undercover agents. 
We now have. I believe, only two undercover agents in the country 
at this particular time doing this. And we have called for strict con- 
trols and decisions at the top level before further undercover projects 
mav be undertaken. 

Senator Tower. Mr. Alexander, the data bank of IRS contains a 
great deal of information in addition to the tax return documents 
that are supplied bv the taxpayers. Whv is so much additional infor- 
mation necessary if no question has been raised concerning returns 
filed by a given individual? 
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Mr. At jcxanoer. We need to transcribe and retain a vast amount 
of information in our computer centers in order to do our job of 
seeing to it that people pay the correct tax. no more, no less, that we 
know how much they pay. that we know what the essential charac- 
teristics of their return are, so that we can select the returns for 
audit, on an objective basis, which are most likely to need audit. 

And so if someone finds lie or she has overlooked something and 
files a claim for refund with us at a later time, we are able to process 
(•hat- claim; where if someone at a later time decides to use the Ixmefits 
of the income averaging provisions, for example, we are able to deter- 
mine from back years whal that person’s reported income was, in 
order to test to make sure that that person is entitled to the benefit 
which is being claimed. So we need to rerain in our data banks, and 
use very carefully, information from tax returns. But by no means 
does this information that we transcribe contain the entire mass of 
information contained on an individual’s tax return. 

Tn the first place, it is nor cost effective to transcribe and retain 
that which is not strictly necessary, and second, wo want to maintain 
minimum information on computers, having in mind both the benefits 
of computers and also the risk of computers. 

Now, we do have in our intelligence gathering a computerized 
system which we installed in 1073. modified in 1974. and curtailed 
earlier this year, and now T am making sure that it is limited to 
matters which should properly Ire maintained on a computer. That 
is a different system from what I have just described. Senator Tower. 

Senator Towf.r. Mr. Alexander, is there periodic destruction of 
information other than the returns of taxpayers? For those taxpayers 
whose returns have not been called into question, do you periodically 
destroy this information 

Mr. Alexander. Yes. we do. sir. 

Senator Tower. Thank you. Mr. Alexander. Mr. Chairman. 

The Chairman. Thank you. Senator Tower. Senator Mondale? 

Senator Mondale. Thank you very much. Mr. Chairman. 

Commissioner, may I first say that I find vour attitude and ap- 
proach very, very refreshing. I wish to say that. 

As I look at this problem that you were confronted with when you 
assumed office, what you were seeing, apparently, was one part of a 
much broader program to have a secrei Government counterintelli- 
gence capability on persons and organizations thought to be dangerous 
on some ill-defined basis ranging from war unrest and civil rights 
demonstrations, to rook festivals, just about everything. Tn any event, 
the net swept praotif'allv everyone. Joseph Alsop to Sally Quinn. 
That is what you found when you came in as Commissioner of 
Internal Revenue. Is that correct? 

Mr. Alexander. I would not want to make it that sweeping. Senator 
Mondale. The Special Service Staff involved onlv eight people in the 
IRS. It did collect information on more than 11.000 individuals and 
organizations. Tt did not conduct audits. Tt did send information out 
to the field for audit and collection action. But I don’t think it should 
be considered in anv way illustrative of the Service as a whole. 
I think the Service held up well in resisting that. 

Senator Moxdale. I did not want to suggest that I was getting at 
something else. My question was a broader one directed not just at 
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IRS but at other agencies which may have been involved directly and 
indirectly with this counterintelligence capability developed in various 
agencies in the Federal Government, of which we have seen some ex- 
amples here. 

Mr. Alexander. Yes; I think there was a syndrome at that time. I 
would like to add that I greatly appreciate what you have said when 
you opened your questions. There are some, apparently highly vocal, 
that disagree flatly with your statement of approval of what I have 
been trying to do. 

Senator Mo x dale. Xo doubt. I would like to return to that point I 
raised in my first question, because I think it is central to understand- 
ing what it was that you were dealing with and the more fundamental 
issues that this committee must deal with. 

I think what you saw was just a part of a broader, more basic project 
by which various agencies — the FBI. the CIA, and even the White 
House — decided that the criminal laws weren't adequate to deal with 
the threat to this nation and that therefore they needed a new tactic. 
That tactic was really borrowed from our tactics overseas against 
mainly Communist threats, called counterintelligence. Without any 
probable cause to believe a crime, was being committed and taxes being 
unpaid, we would throw out a huge net; we would open mail, even 
though we did not know what was in it. and intercept communications 
with no grounds, thinking we might find something. We would send 
out Internal Revenue agents to look at people’s taxes, not because we 
thought they weren’t paying taxes, but localise we might find out some- 
thing. It is that concept of counterintelligence turned in on the Ameri- 
can people which I think you had to deal with. That was a piece of it, 
because the IRS was getting these requests, as I understand it, from the 
FBI. from the CIA, and even from the White House, to investigate 
these people, and the question is why. since it was unrelated in most 
cases to taxes. The answer is because of a fundamental philosophy that 
the only way to protect this country was to start spying on a broad 
cross-section of Americans thought to be dangerous by someone some- 
where in the bureaucracy without legal authority, without definition, 
without any restraints and laws. Is that accurate? 

Mr. Alexander. There certainly was a feeling of that kind, Senator 
Mondale. And this may well have been a cause, if not the cause, of such 
things as the Special Service Staff. Some perceived a need to accom- 
plish a particular result, fill a void in the law. a void in capability to 
enforce a law. And IRS is a convenient vehicle, in the eyes of some, 
to fill the void. If a law is absent that someone wishes were there, 
there is always a tax law. If the people were absent that someone wishes 
were there, there are always the tax people. 

Senator Mondale. All right. Xow do you agree with me that these 
tendencies of ill-defined counterintelligence activities, secretlv pur- 
sued. without legal restraints, constitute tendencies that could destroy 
American democracy, if unrestrained? 

Mr. Alexander. If unrestrained, yes. 

Senator Mondale. So this is a very serious and profound matter of 
continuing a vital, uninhibited democracy. 

Mr. Alexander. It is. 

The Chairman. Senator Mondale, may I just say nt that point it 
has just been called to my attention, this is how the FBI greeted the 
IRS program we are discussing. I have a memorandum here that was 
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written by Mr. Brennan, directed to Mr. Sullivan, in which he made 
the following' comment as to the FBI's reaction [exhibit 2 1 ], “A con- 
centrated program of this nature, if properly implemented, should 
deal a blow to dissident elements. This action is long overdue.” That 
just underscores the point that Senator Mondale made. The purpose 
had nothing to do with taxes. The purpose was to use a tax collecting 
agency to strike, in the words of Mr. Brennan, “a blow to dissident 
elements.” 

Senator Monoale. Now. happily, what we have here is a Commis- 
sioner — and I hear this from all sources — who once again believes in 
the law and resisting these kinds of pressures. But can you be sure that 
these pressures have, in fact, been frustrated completely under your 
administration, and is there anything to guarantee that it won’t hap- 
pen again ? 

Fundamentally. I guess what we are up against is this : If you have 
a President and people around who are paranoid enough to believe 
that we need this illegal, spooky capability of spying on the American 
people, how do agencies such as yours exist f How do you say no to 
a President ? 

Mr. Alexander. I would suppose with extreme difficulty and some 
trepidation. Luckily. I have not had to say no to a President because 
I have not been asked to do anything illegal and I won’t be by Presi- 
dent Ford. 

Now you asked several questions- — 

Senator Mondale. Let us just take President A and President B and 
Commissioner B 10 years from now. I don’t want to get into person- 
alities. but we have seen so much evidence of orders going down direct- 
ing subordinate commissioners and officials and the rest to do things 
that are illegal and very, very dangerous. I think one of the questions 
we have to answer, if possible, is how do you say no to that kind of 
pressure emanating from the White House and from the highest offi- 
cials in American Government? 

Mr. Alexander. You have to be ready to do what I have stated sev- 
eral times that I would do. And what I absolutely would do. If I were 
asked to do anything improper, I would refuse to do it. The requester 
then would have two choices. One. to agree with my refusal. The other, 
to remove me from office. Now, I don’t think that future commissioners 
should be subject to this particular difficulty. Particularly when a com- 
missioner is new in office, the commissioner may think of all the great 
things that he or she is going to achieve and be concerned about the 
ability to stand up to an improper request. I think future commis- 
sioners, as I have testified before, should have 5-year terms of office. 
Now you asked me whether I am sure that the attitudes and actions 
that we have been discussing this morning have pervaded the entire 
IKS. I am not. I wish I could give that assurance, I cannot. 

Senator Mondale. Thank you. Thank you, Mr. Chairman. 

The Chairman. Thank you, Senator Mondale. 

Mr. Smothers. Mr. Chairman, Senator Goldwater has an opening 
statement and some questions [see questions, p. 104] he would like sub- 
mitted for the record. 

The Chairman. Without objection it is so ordered. 



1 See p. 42. 
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Statement of Sf.nator Barry Goldwater 

The Internal Revenue Service receives more information from more people 
about, more private affairs than any other agency in the Tinted States 
Government. 

And therefore, it has in its hands tremendous power to harass and intimidate 
American citizens. 

It seems that nearly everybody that files a tax return with the IRS can assume 
that someone else will have access to it. Tax returns have shown up in the hands 
of insurance adjusters, private detectives, county clerk offices and even have been 
printed in newspapers. 

Even though leaks that allow these returns to he distributed around may not 
be the fault of the Internal Revenue, the right of the taxpayer to privacy is being 
eroded because of it. In fact, the IRS is becoming a public lending library of 
private information. 

Out of 81 million tax returns filed in 1074. about 6b million were furnished to 
State authorities in 3S States. As surprising as these numbers sound, this is a 
routine practice and it would be possible for all 81 million returns to be available 
for inspection if the remaining 12 States wanted them. 

These returns have been provided to State governments with little or no control 
over the information. And, this may account for speculation over the years that 
tax information has been released during statewide jxditical campaigns. 

Even the jury process has not been exempt from IRS meddling. Jurors' tax 
returns have been audited. 

Combine the power of the IRS with modern computer technology and the door 
is open to wholesale abuse of privacy and the humbling of proud and honest 
citizens. 

Our tax system is based upon voluntary cooperation. That cooperation will 
erode and fade away, if the unconcerned bureaucrat uses his mighty computer 
to harass our friends and neighbors. 

The Chairman-. Thank you, Mr. Smothers. 

Senator Mathias is next. 

Senator Mathias. Thank you, Mr. Chairman. 

Commissioner. I think we ought to try and get the record in as 
accurate shape as we can here. When you abolished the SSS. had you 
become aware of the circumstances under which it was created? 

Mr. Alexander. Xo; I was aware of some of the circumstances, but 
by no means aware of the circumstances as later developed and the 
details as later developed. 

Senator Mathias. Had you been told that Mr. Huston, ivho 
appeared earlier before this committee, had been critical of the IRS 
in June of 1969 because it was not being active enough in investigating 
some of the organizations that were later investigated. 

Mr. Alexander. I think I heard something about the Huston plan, 
and of course Mr. Dean had testified. 

Senator Mathias. Of course, this interest on the part of Mr. Huston 
predated the Huston plan by several years. Were you also aware 
that the Senate Permanent Subcommittee on Investigations had 
expressed a great interest in the IRS files on activist organizations and 
had been very critical of the IRS because it was not doing enough in 
this area? 

Mr. Alexander. Yes ; I was generally aware of that. 

Senator Mathias. And that in fact the SSS was established on the 
very day that Mr. Green testified before the Senate Permanent Sub- 
committee on Investigations and after he had been roasted by the 
committee because the IRS hadn't really lieen active enough. 

Mr. Alexander. I think I learned that later. But I am quite con- 
cerned about pressures from all sides. 
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Senator Mathias. Well I think you ought to be concerned by pres- 
sure from all sides. I think the whole purpose of this effort that we 
are making now is to insulate the IRS and other agencies from those 
pressures. The pressures can come from the Congress. They did come 
from the Congress in 19f>9 as well as from the White House. And I 
think, in considering what we are going to recommend to the Senate 
and to the House in the way of remedial legislation, we ought to 
remember that Congress itself was contributing pressure in the wrong 
direction in 1968 and 1969. So we have to provide against mistakes 
that we and our successors will make, as well as against mistakes that 
future Presidents may make, in trying to put the IRS and other 
agencies to improper uses. 

There has been some conversation here this morning about inform- 
ants. And I wonder if you could tell us exactly how you use informants 
for intelligence purposes. Do you still pay them a bounty? 

Mr. Alexander. I would hesitate to use the word bounty, but section 
7623 of the Internal Revenue Code does provide for IRS paying for 
information that would aid the tax system. There are several types 
of informants. There are those who have grudges and want to do some- 
thing about them and have no idea of monetary reward. There are 
those who supply information in a particular instance and would not 
only like to satisfy whatever grudge they may have but would like to 
gain a reward as well. 

Senator Mathias. It is almost as sweet, not quite but almost as 
sweet, as a tax refund for yourself if you can be sure your neighbor is 
paying as much as you are. is that not right? 

Mr. Alexander, t suppose it would be. Sweetness is, of course, in the 
eyes of the beholder. 

Senator Mathias. Bittersweet. 

Mr. Alexander. It may he bittersweet to the neighbor, but some are 
concerned not only about what they pay but about what others pay. 
And the law does provide — although we do not make mass efforts to 
encourage informants- — for payments for information of value in tax 
administration. And finally we get to the third type of informant. 
And that is the Sarah Jane Moore type, if I may use a name that has 
been in the papers lately, a paid informant, an informant regularly 
furnishing information to a law enforcement agency and regularly 
being paid for that information. 

This is, I am told, a very effective law enforcement technique and 
a technique very widely used. It is also a very dangerous technique 
and a technique that must be very carefully controlled. 

Senator Mathias. That brings me to the question of control. Is this 
controlled in accordance with a centralized system or does each 
regional office, area office, control the informants, set up the standard 
of payments, and generally set out the program? 

Mr. Alexander. This last type of informant, the confidential in- 
formant seeking payment, frequently on a reasonably regular basis, 
for information furnished to us, is now controlled in the national 
office. Mr. Wolfe controls this. We have instituted tight controls in the 
IRS. We did not have these controls before, Senator Mathias, and this 
has accounted for some of our problems. 

Senator Mathias. It was very decentralized in the past? 
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Mr. Alexander. Well, decentralized if you will, uncontrolled if 
you will. I am not certain that the question of control is governed by 
centralization versus decentralization. We operate on a decentralized' 
basis as, indeed, we think we must. Our job is largely tax adminis- 
tration, so we are unlike law enforcement agencies whose jobs are 
strictly law enforcement. Law enforcement is ancillary to our major 
job. Our major job, as we see it, can best be performed free of political 
influences, performed objectively and efficiently, on a decentralized 
basis. And we have had the same general relationships, the same gen- 
eral system since, 1952. 

Law enforcement activities are also decentralized with certain ex- 
ceptions. The narcotics program, for example, was controlled out of 
our national office. So, it was centralized rather than decentralized. 
That program was not a good program for the IRS, and we have dis- 
continued it as such. 

Senator Mathias. I think you should. It was a wise move to dis- 
continue it because this whole area, the use of informants, is, it seems 
to me. a very dangerous kind of area to operate in. and one that has 
side effects that can be very dangerous, far more dangerous than the 
information that an informant may produce. 

Let me ask you this: In your year or two as Commissioner, have 
you ever been faced with a decision in this area of investigation, this 
area of intelligence, the area of confidentiality of returns, in which 
you were puzzled as to know what was the right thing to do, what 
was the right decision for you to make ; and that you had recourse 
to the law and could not find the answer or any guidance as to what 
was right ? 

Mr. Alexander. Yes. There have been some tough calls. 

Senator Mathias. Could you tell this committee, either now or 
perhaps you might like to submit it later in a memorandum, what 
some of those areas of decision are in which you felt the law did 
not give you the proper support, the proper guidance; which you 
felt the Congress had neglected to provide statutory guidelines for 
the proper conduct of the IRS? 

Mr. Alexander. I would like to think about that question, Sena- 
tor Mathias. It seems to me generally that the law as it exists today 
provides the mechanism for proper and effective law enforcement, 
and at the same time, for responsible and responsive law enforce- 
ment. One of our problems in the IRS has been that in certain iso- 
lated instances the controls that then existed were not respected, or 
controls were lacking. 

We are attempting at this time, and have been attempting this 
year, to institute new and considerably stricter controls in a number 
of areas, particularly the one that concerns you and concerns us, con- 
fidential informants. Now the institution of controls, strict controls, 
where controls did not previously exist, is a disturbing, unsettled 
thing to people. And the reaction of certain of those people has been 
very clear in the media this last weekend. 

We also, the Chief Counsel and I, are reviewing and have revised 
a prior policy of the service toward illegal evidence; we do not be- 
lieve that we have any business using it. This is unsettling and dis- 
turbing to some. 
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Senator Mathias. I thank you. Commissioner. I think I would, for 
one. value any thoughts you have in order to expand on this thing. 
I think you should impose controls, even in the absence of statutory 
direction. But I do not think the Congress can pass the buck to you, and 
I do not think it is a discharge of our responsibility for the Congress 
to pass the buck to you, to take all of the heat on the proper regula- 
tion of other agencies. It might work for Commissioner Alexander. 
It might not work with another commissioner, some years hence. 

The Congress has a duty to perform and I do not think we can lay 
it all on your shoulders. 

Mr. Alexander. I am grateful to you for that statement. 

The Chairman. We certainly cannot. 

Senator Huddleston ? 

Senator Huddleston. Thank you, Mr. Chairman. 

I think that we could agree with the statements that have been 
expressed by Senator Mathias, that certainly the IRS is not totally 
at fault with whatever abuses may have occurred. However. I think 
we have to accept the fact that the IRS does probably gather more 
information on more Americans than any other agency. Certainly it 
is a very important aspect of this committee's work in achieving its 
objective. Probably more than any other agency, it, like Caesar's wife, 
ought to be above reproach. It is the one area of law enforcement 
where the fundamental right of a citizen to be considered innocent 
until proven guilty is reversed. He generally is considered guilty until 
he can prove himself innocent when a charge is brought. 

So I do not think that we can stress too much the necessity for a 
high caliber operation of great integrity when we talk about the IRS. 

And that brings me to exploring a little further another area that 
Senator Mathias was touching upon, and that is the use of inform- 
ants— whether or not this might cause some substantial infringement 
upon citizens’ rights, the rights of privacy and other constitutional 
rights. I recall, for instance, the operation in Miami that is gener- 
ally referred to as Operation Leprauchaun where a special agent 
there had a number of informants working under him. Those in- 
formants also had informants working under them that the special 
agent did not even know. He certainly could not be aware of the total 
types of operations that they were engaged in, in order to get the in- 
formation. They talked about it on various occasions. At one time a 
woman informant suggested to the agent that she could use her sexual 
prowess in order to secure certain information. He maintains that he 
did not suggest to her that she should do this. But at the same time, he 
did not suggest that she not do this. She could use whatever means that 
she might want to employ. Now it seems to me that if an informant 
that is directed by an agent and paid by the Federal Government 
becomes an agent of the Government, an arm of the IRS, and to 
whatever extent they abridge rights and freedoms, then the IRS is 
abridging rights and freedoms. 

And I do not know how you can operate without more control than 
was demonstrated by the operation, for instance, in Miami; when an 
agent does not even know who the informants are, where there at least 
appeared to be regular payments rather than payments just for specific 




information. Now what. lias been done and is being done now to im- 
prove tiiat kind of situation ? 

Mr. Au-ixaxokk. Senator Huddleston, we have instituted new con- 
trols on payments to confidential informants and on such matters as 
Operation Leprechaun — and Operation Leprechaun is not typical of 
the way the IRS goes about it? business or went about its business. 

Senator Huddleston. Rut the use of informants is not unusual. 

Mr. Alexander. Ti showed a lack of control and we have instituted 
new controls. We have called for the highest level of review of the 
use of confidential informants. We are reviewing the controls that 
other agencies have been using for some time with respect to confi- 
dential informants. And. strangely enough, a suit was brought against 
me for trying to find out to what extent we were using confidential 
informants and to wind extent we were prying them and for what 
purposes. This suit has since been dismissed. 

Row. Mr. Wolfe, our Assistant Commissioner for Compliance, can 
respond in more detail than I about the controls that we now have in 
place and I wish he would supplement my answer 

Mr. Wolee. Senator Huddleston, what we have done is to cancel the 
authority of anybody in the field to pay a confidential informant. Any 
payments to any confidential informant must be personally approved 
by me with full details of what information we are paying for, signed 
personally by the Regional Commissioner of the region from which 
the request comes. Furthermore, our instructions are now that we will 
only pay for information. Wc will not permit our people to take an 
informant and direct what that informant is to do. If that informant 
has information of tax significance — and I stress that, of tax sig- 
nificance — then the field is permitted to come to my office with the re- 
quest that it be permitted to pay for tiiat information. Only then will 
f approve any payment for any information. 

Senator Huddleston. Do you make any effort to determine what 
method might be used by that informant to secure that information? 

Mr. Wolfe. Our instructions also provide tiiat no informant is to 
obtain information illegally. Now. the use of informants, as you have 
so well pointed out, can be dangerous. We do not always know when we 
are getting information exactly how it has been obtained. We do ask 
our people to try to determine any time an informant has informa- 
tion— you are not always sure, nor can you be sure, because you don’t 
know whether he will tell you the truth or not —whether this infor- 
mation was legally obtained. 

So we do ask our people to make reasonable inquiry, but we do that 
particularly to see whether it violates the lights of the taxpayer 
involved. 

Senator Huddleston. That is a departure from the previous policy. 

Mr. Alex ax urn. It certainly is. 

Senator Huddlestox. Now, in this matter of information that you 
give to other agencies for which I understand you really do not have 
much discretion. The statute sets up the provision for that under 
regulations issued by the President. Is that correct? 

Mr. Alexander. That is correct. 
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Senator Huddleston. But it does? indicate that (he FBI. for instance, 
when requesting information, should be specific as to what tire purpose 
is. Is that correct ? 

Mr. Alexander. Yes. 

Senator Huddleston. The fact is they have not been specific. 

Mr. Alexander. Vest the specificity is not as great as it might be. 

Senator Huddleston. As a matter of fact, on the requests that were 
given at least prior to April of this year, when I understand new 
regulations went into effect, it would be virtually impossible for you 
or any Commissioner to determine from the request by. for instance, 
the FBI. whether or not it did comply. 

Mr. Alexander. Yes; that is a fair statement. T centralized these 
requests in my office because we don't want any tax information going 
from the back door to anybody else, other agencies or the White House, 
et cetera. But it is very difficult to do more than just look at the face of 
the request. And if you see a name on the request that happens to be 
a very likely political opponent of the person making the request, then 
that naturally arouses curiosity, and that request does not go anywhere 
until we are certain it's proper. 

Senator Huddleston. But. in other words, when you supplied the 
FBI with a list, for instance, of contributors to a certain civil rights 
organization, you had no knowledge that they might have at the time 
proposed to take that list of contributors to contrive a fraudulent 
letter with the signature of the indiv idual head of this organization on 
stationery that they had secured surreptitiously from this organiza- 
tion. and mail out a letter to that list of contributors designed to dis- 
courage them from further contributions, further participation? 

Mr. Alexander. Absolutely none. We have no knowledge of that. 

Senator Huddleston. If you thought that action was going to 
happen, what would your reaction have been to releasing that list? 

Mr. Alexander. Well, in the bureaucracy, the last one to sign off 
generally has the upper hand, all things considered. So. I have an 
idea that a request like that would find its way to the bottom of the 
pile and have great difficulty in emerging to the top. 

Senator Huddleston. But it is a possibility? It was a suggestion on 
the part of a responsible member of t he other agency, a strong enough 
suggestion, in fact, to be put into writing as a recommendation that 
this be done, a memo f exhibit 3 J ] of which we happen to have in the 
possession of the committee. 

Mr. Alexander. The law needs tightening up. Senator Huddleston, 
badly. 

We need two things. Wo need good laws, and we need good people. 

Senator Huddleston. Mr. Alexander, a number of methods were 
used bv the IRS to try to pinpoint areas where tax evasion is a way of 
life, a normal thing, and something that ought to he checked. This en- 
ables your agency to phk out groups and do a broad-based 
investigation. 

For instance, in one district, at least, there was an effort made to 
check the five top-elected officials in every county, just as a routine 
thing, even though there was no indication that there had been any 



1 See p. 45. 
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kind of corruption, any kind of tax evasion there. Another group went 
to a fight of the world heavyweight champion, Mohammed Ali — who, 

I am glad to say is still the world heavyweight champ — in Atlanta, Ga, 
and took down the license numbers of all of those who attended, and 
conducted a survey of their returns. We have already mentioned the 
ideological groups that have been routinely checked. 

First of all, among these kinds of checks, what is the percentage of 
returns of those individuals that are actually checked? 

Mr. Alexander. That are actually checked in this kind of thing? 

Senator Huddleston. Right. After they have been spotlighted or 
pinpointed. 

Mr. Alexander. I don't know. 

Senator Huddleston. Would it be 50 percent ? We have heard evi- 
dence that perhaps 50 percent of them would actually be checked. 

Mr. Alexander. I’m going to ask Mr. Bates or Mr. Wolfe or Mr. 
Williams whether they know. I will dig that out and, to the extent 
we have anything, Senator, I will supply it for the record. 

But I would like to comment on this method of using our resources. 
I think checking license plates is an ineffective way to use resources. 

Senator Huddleston. They checked go-go dancers, incidentally, too. 

Mr. Alexander. Go-go dancers? I didn't know there was a special 
concern as to go-go dancers. Perhaps we found tax evasion among that 
group. 

But this sort of thing is not the best way to use our people and our 
money and our powers. It may be fun and games to the person 

Senator Huddleston. It might be a little bit more serious than fun 
and games. 

Mr. Alexander. I agree with you. Some may consider it fun and 
games; I consider it very serious. We have a problem not only of sound 
and effective and proper use of resources, but we have a problem of 
living up to the Caesar’s wife stricture that people should expect from 
an agency with the vast powers, people, and information that we have. 

Senator Huddleston. The fact is that if our figures are right, some 
50 percent of people who are targeted like this have their returns in- 
spected. That means, for those who happen to get on the list because 
somebody disagrees with them at the White House or the FBI, chances 
are 25 times better than for the normal citizen that his tax returns will 
be audited. And he will be at least harassed to that extent by the Fed- 
eral agency. 

And, to go one step further, when you roll all of this together — the 
ideological effort, the blanket provisions of picking out politicians, 
office-holders or whatever — what has to emerge is an agency here that 
has a great propensity and a great ability to conduct a very strong, 
thought-policing effort in this country. I think this is where the dan- 
gers lie, in the misuse of the kind of power that resides in the IRS. 

Thank you, Mr. Chairman. 

The Chairman. Thank you very much. Senator. 

Our next member to question is Senator Schweiker. 

Senator Schweiker. Thank you, Mr. Chairman. 

Commissioner Alexander, you have thrown this committee off bal- 
ance a bit and to some extent caused us some difficulty, because the 
usual scenario that this committee follows is, first, we have to fight 
tooth and nail to get any document we can place our hands on. Sec- 
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ond, we are told we do not have a right to see the documents anyway. 
Third, we have a bottleneck, that the staff is not available to provide 
us with that information, and we have to wait a couple more weeks 
to bring some staffers in. Xext, they argue that under the Constitution, 
the Bill of Rights really does not cover the points that we are trying 
to raise in their testimony. After that, they insist that no abuses 
existed ; but whatever occurred, they stopped doing several years ago. 

And where you throw us off balance is, you sort of reversed that 
scenario all along the way and made it a little bit more difficult for us 
to operate, because you have given us documents right from the start. 
Even over this weekend, I understand there were some 50 people work- 
ing in your offices to give us information for these hearings. 

In addition, you are telling us what the Bill of Rights means, in- 
stead of our telling you. which is a very pleasant change of pace. And 
also, you acknowledge that abuses have existed, and, I think more im- 
pressive than that, your record, beginning in 1973, began with correct- 
ing some of those abuses, which no doubt has gotten you into some of 
the controversy that you have gotten into. 

So it is just a pleasant surprise to run into these kinds of scenarios 
instead of the kind we are used to. And, I think, to keep the record 
straight and to be objective, our committee should also make that a 
matter of record. 

I would like, Commissioner, to go into a couple of things that were 
happening before you came into office. One of them that disturbed me 
particularly — which, again, your office very helpfully supplied infor- 
mation on — -was a project called Operation Mercury, where, in essence, 
any individual who submitted a money order for over $1,000 through 
Western Union, their name was given over, as well as any person who 
submitted a money order over $5,000 in the 1969 to 1972 time frame. 
As I understand, the result was that anyone who submitted an order, 
particularly over $5,000, probably had his tax status looked into in 
some degree. 

Would that be a fair sum-up, or maybe you can elaborate anything 
you know about it, even though I know it was before your time. 

Mr. Alexander. I think that is a fair summary of that project, as I 
understand it. And I don’t have a high regard for that project for two 
reasons. 

The first goes to the utilization of resources. This sort of dragnet 
approach would seem questionable at best. A second goes to the prob- 
lem that Mr. Wolfe and I have been discussing with you this morning, 
and that is the question of illegal, or illegally acquired or improperly 
acquired, evidence. 

Senator Schweiker. And one other project that I would just par- 
ticularly like to cite — and this goes back probably into the late 1960’s 
time frame. The CIA gave the IRS names of individuals who recently 
traveled to Vietnam, the implication being that their tax returns 
would be audited. 

I wonder if you could tell us what your present policy is in this 
area at all, not necessarily Vietnam, but that kind of technique or any- 
thing else you might want to say. 

Mr. Alexander. That technique isn’t a good technique. People 
should be audited and detected for audit on an objective basis without 
regard to their travel. If they attempted to deduct the cost of goingto 
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Vietnam, then we would be interested in examining the validity of that 
claim. But we are not interested in examining people because of their 
views with respect to Vietnam or anything else. 

Senator Soiiweiker. Commissioner, one of the most frightening as- 
pects, I think, of the awesome power that your department has. we 
have touched on in a number of our questions. We have actually seen 
it abused. We are going to come back with a number of hearings on 
that with the FBI and their COINTEDPRO activities. Again, this is 
something preceding you. 

But I think the larger question is how to keep political influence and 
political purposes out of any IRS actions or audits. I know this is 
your concern, too. and I raise the question as to what, legislatively, we 
might do to back up a Commissioner like yourself who wants to lay 
down policies that might change when a new administration or a new 
Commissioner comes in. Do you have any suggestions that we might 
hear to keep aspects of political life out of the IRS system, and what 
you have been doing to do that. 

Mr. Alexander. One suggestion is that of a 5-year term for future 
Commissioners. Another suggestion is continual, constructive over- 
sight over the IRS and other agencies having broad powers like ours. 
Tax enforcement is too important to leave to the enforcers. 

What we have been doing is not only attempting to institute new 
controls, not only attempting to dispose of aberrations in the tax sys- 
tem as we find them, such as the Special Service Staff, and to prevent 
aberrations from happening in the future, but to open up the process 
by providing our manual, that tells what we do and how we do it. and 
making everything about our organization open to the public, so that 
all will have access to information that they need to have, and so that 
the creation of a Special Service Staff would come to light when it was 
created, unless some future Commissioner decided to close the process. 
And no future Commissioner should be permitted to close the process. 

Senator Schwetker. Following up the awesome power that you 
have with the information that comes to your attention, power that is 
provided to you and no other Government agency, one of the concerns 
I have — and I know it is a difficult area, because you have to strike 
some kind of a balance — is the relationships you would logically and 
rightfully have with States and municipalities on exchanging infor- 
mation. You call this a tax treaty with the States. 

And I want to make it clear that my question does not implv that 
States and municipalities should not have proper access to informa- 
tion. But it just strikes me that if we go to great lengths in your De- 
partment and in your area, even with new laws, we still have a tre- 
mendous area here that, to some extent, is a back-door problem, 
whereby a State unit, politically, or even a city unit, politically, would 
want to make use of this material in a political or adverse way to your 
instructions. What advice can you give this committee about legisla- 
tion to somehow regulate that, without denying the State tax func- 
tions and city tax functions rightful use of this information, because 
here is a wide-open barn door that you really have not dealt with 
either. 

Mr. Alexander. As you point out. we have a balancing of competing 
interests. First, the interests that all of us have in effective State tax 
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administration; and second, the interests that all of ns have in pre- 
serving- taxpayer privacy and in preventing abuse of power. 

Secretary Simon has sent to the Speaker of the House a recom- 
mendation for a new law to replace the current law with respect to 
disclosure of tax information. That new law will govern our future 
relationships with the States. It will tighten up on present law. in that 
Federal tax information would not be supplied to local governmental 
units for tax administration purposes. We think, in striking a proper 
balance, the place to stop is the States. 

In the meantime, we are tightening up administratively by review- 
ing our agreements with the various States. 48 in all. and by imposing 
new restrictions on them with respect to their use of information, new 
requirements on them to safeguard information, and new rights in the 
IRS to terminate the agreement immediately if the States don’t live up 
to their obligations. 

Senator Schwf.ikf.r. Might there be some way of having — and 
maybe you do; I do not know — having some kind of inspector general 
or ombudsman that might just be assigned to sort of freelance around 
your whole structure to look out for this? Maybe there is a more 
formal thing. I do not know. 

Mr. Aj.f.xaxokr. We have that now. Senator Schweiker. Mr. Bates is 
in charge of our Inspection Service, and Inspection reports directly 
to the Deputy Commissioner. Mr. Williams, and to me. And their 
duty is to freelance around, to look around, to see what we are doing 
and how we are doing it. And they have reviewed the very problem 
we were just discussing about disclosure of tax return information to 
State tax authorities and local tax authorities, and the use by them of 
this information, and the safeguards that they have instituted or failed 
to institute. So they have been looking into this very area. Inspection 
is a vitally important part of tax administration. 

Senator Schweiker. Thank you. 

That is all the questions, Mr. Chairman. 

The Ohatraiax. Thank vou. Senator Schweiker. Senator Morgan. 

Senator Morgan'. Mr. Commissioner. I want to ioin in with the 
comments of my colleagues, and especially those of Senator Mondale, 
in complimenting vou for trying to administer your department, 
while at the same time living within the law. 

I think one of the things that this committee, if I may say so, is 
involved in is not onlv the abuse of power, but also the actual violations 
of law that are being carried on by agencies of Government. And T 
do not know how we can talk about curbing increasing crime, how we 
can talk about generating more respect for law. when we ourselves 
violate it. 

So I commend you for what you are doing. And while I do not know 
the facts in the most recent case for- which you have come, under 
criticism. I certainly again compliment you on the position you have 
taken publicly with regard to using proper law enforcement methods 
and techniques. I know it is not an easv position to take. I had difficulty 
in the same area with people who were working for me when I was 
trving to administer the laws of the State of North Carolina. 

We were talking about intelligence gathering in this committee’s 
work. And it seems to me that you have probably got more confidential 
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information on individuals and their finances than any other agency 
in Government. Do you agree with that? 

Mr. Alexander. Well, I surely hope so. If another agency has more 
than we have, they have no business having it. 

Senator Morgan. And of course, most of this information is sub- 
mitted to your department voluntarily by the citizens of this country 
who willingly, as a general rule, try to uphold the tax laws. 

Mr. Alexander. That is correct. 

Senator Morgan. And I think, as 3'ou have pointed out previously, 
Mr. Commissioner, if the taxpayers of this country ever conclude that 
this information is being misused, I think you may have substantial 
difficulty enforcing these laws. 

Mr. Alexander. We would. 

Senator Morgan. But now, in addition to this information that is 
submitted to you voluntarily, you have certain powers that have been 
granted to the revenue department, the Internal Revenue Service, to 
gather information that other law enforcement agencies do not have. 
Is that not true ? 

Mr. Alexander. That is correct, Senator Morgan. 

Senator Morgan. Such as — could you give us an illustration? 

Mr. Alexander. Such as one which I mentioned earlier, the right 
by administrative summons to call on a third party to give us infor- 
mation with respect to a taxpayer; the issuance, of course, of an 
administrative summons to a taxpayer; the right, with limitations 
that we have imposed administratively, to issue a John Doe summons, 
a summons issued not with respect to the liability of a named person, 
but in an effort to get us to first base where we believe that there has 
been a taxable event but we do not know the identity of the particular 
taxpayer. 

We also have other rights, more in the enforcement area than in 
the area of acquiring information. I have touched on those earlier: 
terminations of taxable years, levies, and seizures. 

Senator Morgan. In other words, to give an illustration that is 
easily understood, you can go down to my bank, or any taxpayer’s 
bank, and find out about my account, can you not ? 

Mr. Alexander. We can, and we need to do that.. We need to have 
that power. But we need to understand that a power of this nature 
can lead to misuse or abuse or excess. 

Senator Morgan. You need the power, but it was given to you for 
the purpose of enforcing the tax laws of this Nation, was it not? 

Mr. Alexander. That is correct. 

Senator Morgan. It was not given to you for the purpose of stifling 
dissent, was it? 

Mr. Alexander. That is correct ; it certainly was not. 

Senator Morgan. It was not to be used for the purpose of harass- 
ing the steel manufacturers ? 

Mr. Alexander. That is correct. 

Senator Morgan. It was not given to you for the power of enforc- 
ing the drug laws of this country either ? 

Air. Alexander. That is correct. 

Senator Morgan. Then how can anvone justify — I know you do 
not — but what is the rationale behind those who try to use these 
powers for purposes for other than which they were given? 
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Mr. Alexander. People perceive a need. They perceive in their own 
minds a great need. Perhaps they perceive a void in the law in certain 
areas — or perhaps in the. capability of enforcing a law. Perhaps law 
enforcement people are i.ot there. The people are being used in other 
ways; perhaps one couldn't persuade the FBI to divert itself from 
things that the Attorney General called “always foolish and some- 
times outrageous.” 

So IRS, then, may be considered by those people to be a convenient 
vehicle for filling a void that they have discovered; the use of the 
tax laws to achieve this perceived good, such as depriving narcotics 
traffickers of cash, for example, is not surprising, because narcotics 
traffickers would not be at the top of our list, I would say — if we had 
one— of people who come forward to comply with the tax laws. 

Senator Morgan. In other words, to put it more simply, in the minds 
of many well-meaning, well-intended public officials, the end justifies 
the means. 

Mr. Alexander. Yes. 

Senator Morgan. Xow, and to do this, you have probably the larg- 
est intelligence-gathering organization. You have about 14,000 investi- 
gators and 2.500 special agents. 

Mr. Alexander. Well, those 14,000 — actually, it’s about 15,000 — 
are revenue agents, and they are not criminal investigators. But we 
do have a large investigative force in the broad sense of the term. We 
have about 2,700 special agents, and our people are good. 

Senator Morgan. And so, because of these rather unusual laws 
which grant to the IRS special powers which are not normally given, 
and could not be given, to law enforcement agencies, and because of 
this vast reservoir of manpower, it is quite often tempting for others 
to look to your department for assistance in carrying out what they 
perceive to be worthwhile objectives. 

Mr. Alexander. It certainly has been tempting, and they would 
like to enlist us as foot soldiers in the wars against whomever they 
choose to do battle. 

Senator Morgan. I wish to say to you, Mr. Commissioner, and to 
others, that I think this pattern is not something that, came about in 
recent years. As long as I have been a lawyer. I have been concerned 
about what I consider to be this pattern of abuse, or misuse, of our 
tax laws. For instance, as you may have pointed out, you have the right 
to make a jeopardy assessment and to take a person’s property into 
possession without affording that individual any of the due process 
remedies that we now use. 

Mr. Alexander. That is a peremptory right. That person can chal- 
lenge only the good faith of our action. 

Senator Morgan. Xow, a good examnle of that would be 1971, I 
believe, when the President, in his well-meaning and well-intended 
action, ordered the IRS to cooperate with law enforcement officers in 
drug enforcement, didn’t he? 

Mr. Alexander. That is correct. 

Senator Morgan. And the purpose of it being that, if the law en- 
forcement officers were not able to make a case against someone that 
they suspected of being involved in a crime, then they would call on 
you to come in and make a ieopardy assessment, or exercise these 
extraordinary powers that you have. 
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Mr. Alexander. Pm r.ot sure it worked that way. but I will state 
that the narcotics program, which has been terminated, was. in my 
judgment, not a sound use of IRS's resources. And. m some instances, 
it was not a sound use or proper use of IRS’s powers. 

Senator Morgan. Well. I can tell you of a personal experience, Mr. 
Commissioner, somewhat similar to your own. As attorney general — 
as the committee has heard me say before — the State Bureau of Investi- 
gation was under my charge. And I had the finest and most enlightened 
director that I think you would find anywhere. But he was so intent 
on doing something about the drug traffic — and it was such an emo- 
tional thing — that if he could not make out a case, then he would 
turn to you people and you would seize the money or the automobile. 
And I found out about it. and then he and I had some rather — not 
heated exchanges — but it was a position that was just as hard for me to 
defend publicly because of emotion as it is for you to defend your 
position. I think that’s another reason why we need strong men in 
positions where they aie called upon to exercise extraordinary power. 

Mr. Commissioner, my time is up: I would like to pursue this much 
further, and I hope that after we go into the COIXTELPRO activities 
that then we will be able to come back and put our fingers on some 
illustrative cases so that the American people can fully comprehend 
how dangerous it can be for the people of this country for your power 
to be abused and misused. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. Senator Morgan. 

I would like to follow up on Senator Morgan’s remark by giving a 
concrete illustration. This comes from an internal memorandum of the 
CIA [exhibit 4 1 ], and it had to do with the CIA’s request to the IRS 
to do an audit on the magazine “Ramparts.” And I read the memoran- 
dum which relates to the conversations bet ween the CIA and the IRS 
working out this arrangement. 

The CIA agent who writes the memorandum writes the following: 
“I told them of the information and rumors we have heard” — “them”, 
being the IRS — “about ‘Ramparts’ proposed expose with particular 
reference to the IMS. National Students Association.” Now that, you 
will remember, was the association that the CIA was heavily involved 
m, and helped to finance. When that was exposed, I am told that the 
CIA then, after removing its connection from the organization, urged 
the IRS to no longer give it tax-exempt, status. 

Reading on from the memorandum. “I impressed upon them the 
Director’s” — this would be Director Helms — “the Director’s concern 
and expressed our certainty that this is an attack on CIA in particular, 
and the administration in general.” 

Reading from the next page of the memo : 

I suggested that the corporate tax returns of “Ramparts” be examined, and 
that any leads to possible financial supporters lie followed up by an examination 
of their individual tax returns. Tt is unlikely that such an examination will de- 
velop much worthwhile information as to the magazine’s source of financial sup- 
port, but it is possible that some leads will he evident. The returns can be called 
in for review by the Assistant Commissioner for Compliance without causing 
any particular notice in the respective IRS Districts. The proposed examination 
would he made by Mr. Green who would advise me if there appeared to be any 
information on the returns worth following up. 
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Now I can't imagine a more clear-cut case of the CIA attempting to 
use the IRS for the purpose of getting a magazine that proposed to 
expose activities that the CIA wanted to conceal, or a more threaten- 
ing use of governmental power to undermine the freedom of the press 
in this country. 

The question I have to ask you. Mr. Commissioner, is, is it legal for 
the IRS to examine individual tax returns, or organizational tax re- 
turns. and then supply the information it obtains to the CIA or to the 
FBI for purposes unrelated to tax collection? 

Mr. Alexander. Two points. Number one, the IRS has no business 
engaging in the use of its processes to harass people, to harass so-called 
enemies of any kind, the magazine you mentioned or anyone else. 

Number two, the Director of the CIA can ask the IRS for informa- 
tion in connection with a matter officially before the Director, and the 
IRS would have a responsibility, under present law, to supply that 
information. 

The Chairman. Do you know how a magazine publishing in this 
country, operating under the protective umbrella of the first amend- 
ment to the Constitution, could lie officially a matter of concern, or be 
officially before the Director of CIA, for the purpose of entitling the 
agency to obtain the assistance of the IRS to do audits of its accounts ? 

Mr. Alexander. No, I don’t. But the one best capable of answering 
that would be the Director of the CIA. 

The Chairman. I think we will have Mr. Helms back again and 
again and again. 

These are the lists that we are referring to today — 3.000 organiza- 
tions appeared on the Special Services Staff list for audits, and 8,000 
U.S. citizens. It is our understanding that about half of the names, 
organizational and individual names, came to the IRS and were in- 
cluded on the list at the request of the FBI. 

The point that I made earlier I would like to make again at this 
time. It is established by the evidence that even the names of indi- 
viduals and organizations that were connected with the war protest 
movement, or might have had some connection with the problem of 
violence at that time, were not a proper use of the tax-collecting power. 

I shall ask the committee to release the lists in their entirety ; time 
does not permit that now. When you look at these lists you will see how 
far afield they went even of the official purpose that, under the memo- 
randum to which we have referred, they were supposed to be put. For 
example, here are some groups that I have taken from the list since I 
have been able to move through it this morning, in addition to those 
that I gave at the commencement of the hearing, groups that are 
well known to all of us, that appear on this list for purposes of having 
their tax returns audited. And it is very difficult to find any possible 
justification for such church groups as the American Jewish Com- 
mittee. the American Jewish Congress, the Associated Catholic Chari- 
ties, the Baptist Foundation of America, the B’nai B’rith Antidefa- 
mation League, or such Government institutions, if you please, as the 
U.S. Civil Rights Commission, or such professional associations as the 
American Daw Institute and the Legal Aid Society. Or such political 
organizations as Americans for Democratic Action. 

And, yes, on the other side of the spectrum as well, the Liberty 
Lobby, the John Birch Society, and the United Republicans of Amer- 
ica. Or such citizens associations as Common Cause, the Legal Aid 
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Society, the Committee for a Sane Nuclear Policy, the National Educa- 
tion Association, the Women’s Liberation Movement. 

Somehow, the Women’s Liberation Movement is on all of the lists. 
The Fund for the Republic, such foundations as the Carnegie Foun- 
dation, and such publications, magazines and newspapers in this coun- 
try as “Human Events”, “Playboy”, “Commonweal”, “Rolling Stone”, 
“The National Observer”, “The New York Review of Books”, and 
“The Washington Monthly”. 

I just think that going down the list and pointing out how far afield 
the IRS was tasked to go, demonstrates the tremendous dangers to our 
privacy and to our liberty that are implicit in this kind of under- 
taking. We fought the Revolutionary War over a problem of taxation, 
and we had better make certain in the future that the IRS attends to 
collect taxes, and doesn’t become the instrument for the harass- 
ment of other organizations and other citizens in this country, in con- 
nection with which, or with whom, there are no questions of tax 
liability. 

Senator Schweiker has a question. 

Senator Schweiker. I do have one question for the Commissioner. 

I realize again, Mr. Commissioner, this is before your time frame ; 
maybe you could shed a little light. It has to do with another memo 
called “Tax Protest Movement” and a tax protest list, and it is dated 
December 6, 1972, to District Director, St, Louis District, from Intelli- 
gence Division [exhibit 5 1 ]. 

It says : 

Attached herewith, tor your information, is a copy of a list of various members 
involved in the tax protest movement. These individuals have been identified 
through investigations conducted in the San Francisco District relative to various 
tax protest groups. It is believed that some members of these groups are capable 
of violence against IRS personnel. 

And going through the list of names, the name that obviously comes 
to attention first is Senator Joseph Montoya of New Mexico. I wonder, 
is there any light you can shed as to why you think Senator Montoya 
is violent, or is on a tax protest list ? Can you help enlighten us how 
this got through the system ? 

Mr. Alexander. I’m afraid I can’t help very much because I can’t 
put myself in the place of the author of that list. The only connection 
that I can think of immediately is that Senator Montoya is, after all, 
the Chairman of the IRS Appropriations Subcommittee, and some- 
one might have thought that he did violence to our appropriation. I 
can’t think of anything else, I think that points up the absurdity of 
some of the lengths to which a few people have gone. 

Senator Schweiker. Thank you. 

Thank you, Mr. Chairman. 

The Chairman. Thank you, Senator. 

Senator Mondale ? 

Senator Mondale. Commissioner Alexander, in response to the 
chairman’s question about the CIA inquiry about the tax status of the 
Ramparts magazine reporter who might be about to disclose CIA 
funding of the National Student Association. I thought I heard you 
say, in your opinion, it is still your duty under the law, should the 



1 See p. 48. 




31 



Director of the CIA request access to information, to turn it over to 
him ? 

Mr. Alexander. It is. 

The head of an agency- 

Senator Mondale. In other words, this could still happen today ? 

Mr. Alexander. It could. The Director of the CIA is the head of 
an agency, and under these presidentially approved regulations, under 
present law, the head of an agency can call on the IRS to furnish tax 
information with respect to a matter officially before him. It would 
be difficult for IRS to question the Director of the CIA as to what’s 
officially before him. 

Senator Mondale. So, if you had a Director who wanted to do the 
same thing today, and he asked you officially for the returns, you would 
provide them to him today, and you would not inquire of him as to 
what he had in mind. 

Is that correct ? 

Mr. Alexander. Let me modify what I have just stated. 

The Chief Counsel has just pointed out that there is a word, “may,” 
in that regulation, rather than “shall.” We have been interpreting that 
to be “shall,” except in these rare instances, of which I gave an ex- 
ample. It would be very difficult for me to make material changes in 
this established practice without a change in the law. 

I think you are- - ■ 

Senator Mondale. Have you, since 1973, ever inquired of either the 
FBI, the Justice Department, or the CIA when they have requested 
tax information as to their real reasons and use ? 

Mr. Alexander. Oh, yes. 

Senator Mondale. You have? 

Mr. Alexander. We certainly have. 

I have personally, and the Chief of our Disclosure Division in our 
compliance function has. Yes, we have. 

Senator Mondale. Do you inquire, under all circumstances, when- 
ever you receive a request to determine that the use of that material 
is solely for legitimate and official duties within the law ? 

Mr. Alexander. The letter requesting the tax returns, under our new 
procedures, comes to me. 

Xow, I look at that letter — there are a number of them, a great 
number — in 1974. the tax returns of more than 8,200 people were 
requested. 

Senator Mondale. F rom the FBI ? 

Mr. Alexander. No. These were total requests from governmental 
agencies. 

Senator Mondale. And roughly, what agencies? 

Mr. Alexander. Mainly from the Department of Justice and U.S. 
attorneys. 

Senator Mondale. Were some from the CIA ? 

Mr. Alexander. According to the lists that have just been handed 
me, for the calendar vear of 1 974, which I believe to be correct, there 
are none from the CIA. The Department of Justice, which acts on its 
own behalf and on behalf of the FBI and U.S. attorneys, is, by far, 
our largest customer. 

Senator Mondale. Which other customers do you have ? 

Mr. Alexander. The Department of Agriculture, the Bureau of 
Alcohol, Tobacco and Firearms, the Department of Commerce, the 
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U.S. Customs Service, the Federal Deposit Insurance Corporation, the 
Federal Home Loan Bank Board, the General Acounting Office, the 
Interstate Commerce Commission, the Department of Labor, the SEC, 
and the Renegotiation Board were the requesters in calendar year 
1974. And a total of 29.529 returns were requested, Senator Mondale. 

Senator Moxdalk. Under your interpretation of the regulation and 
statutes, any agency of the Federal Government can request these re- 
turns if they certify the purpose is official. 

Mr. Alexander. They need to do something more than that. They 
need to give us assurance that they will hold the information confi- 
dential. They need to give us, and are giving us. some detail as to why 
they need it. rather than just a simple statement that it is needed. 

Now, Mr. Whitaker, would you amplify on that statement ? 

Senator Moxdalk. Just a minute. 

This is really disturbing, in my opinion, because I think you are 
doing a good job. But I think the horse is still out of the barn, and the 
IRS is still serving as a private investigative arm for these agencies 
whenever there is something they want to know, no matter what 
agency it is. As I read the law, there is supposed to be an inquiry into 
whether this is within the official duties of the Justice Department or 
the U.S. attorney requesting it. But instead, just about anybody in gov- 
ernment can inquire, and I am not at all convinced that you are in a 
position to know what on earth they have in mind with those returns. 

Mr. Alexaxdkr. Senator Mondale, the concerns that you express, 
that we share, account in considerable measure for our request that 
the law be tightened up. so that the law and the regulations will give ns 
the right to refuse to furnish tax information where we believe that 
the request is not a proper one, where we believe that there is not a 
real need for the information or it can be reasonably acquired else- 
where. 

Senator Moxdalk. The reason you want to tighten up is that right 
now these returns, as we sit here, can be requested and used for illegal 
purposes. 

Mr. Alexander. T believe that that statement is correct, and T be- 
lieve that under the present regulations, it would be difficult, it would 
be awkward at best, for us to effectively police requests so as to be 
able to give you absolute assurance that the return was requested for a 
proper purpose. 

Senator Moxdalk. Now. I want to give one further example here 
of why I think the failure to have proper controls on this information 
could, if unrestricted, destroy this country’s freedoms. 

Senator Huddleston earlier referred to a civil rights organization 
in Atlanta, and I think you are familiar with this case. We do not 
know what actually happened, and the chances are that it did not go 
beyond what was recommended here, but we do know that the FBI 
obtained information, that was supposed to be classified in the IRS, 
listing the donors to this civil rights organization. And this is what 
the officer in the Atlanta office proposed to do — and I’m going to refer 
to this organization simply as “organization" and its nationally known 
leader as [deleted]. [See exhibit 3 1 ]. Here is what he said : 

It is believed that donors and creditors of the organization present two im- 
portant areas for counter-intelligence activities. In regard to the donors it is 
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suggested that official organization stationery bearing [deleted] signature, copies 
of which are available to the Atlanta office and will be furnished by separate 
communication to the Bureau laboratory for reproduction purposes, be utilized 
in advising the donors that the IRS is currently checking tax records of the 
organization, and that [deleted] through this phony correspondence’' — in other 
words, they are going to sign [deleted] name for him — “wants to advise the 
donor, insuring that he reported his gifts in accordance with the IRS require- 
ments so that he will not become involved in a tax investigation. It is believed 
that such a letter of this type from the organization may cause considerable 
concern and eliminate future contributions. 

Now this was a decision based upon information they were able to 
obtain from the IRS. which they were going to use to destroy the 
funding of a moderate civil rights organization which apparently 
displeased them. 

Now. in answer to Mr. Huddleston's question, you said such a request 
would go to the bottom of the pile. It didn't go to the bottom of the 
pile. They got the information from the IRS, and — we don’t know 
whether this actually happened, apparently it did not — but at least 
one agent was going to use it to try to chill and undermine one of our 
moderate civil rights organizations. 

So, do you not see. in the failure to have the tightest kinds of con- 
trol on this information so that it is limited solely to tax enforcement 
and carefully defined other official legal uses, that the present loose 
control of this information makes it possible to resort to these kinds 
of outrageous and totally indefensible and exceedingly dangerous 
practices that threaten America's freedom? 

Mr. Alexander. Yes. Senator Mondale. We certainly believe that 
the laws should lie tightened up. We are accountable for our own 
actions. The actions of other agencies are matters for which they 
should be held accountable. We rely upon the present law. upon good 
faith, and we think we have good reason to so rely. We would like to 
be able to give 100-percent assurance, but we cannot. 

Senator Mondale. Can there be any solution to this privacy matter 
so that they are not abused in these ways unless the Commissioner of 
the IRS possesses sole authority over those documents and power to 
determine whether or not their uses are proper and legal? If you must 
continue under present policy, that vests that authority in the FBI, 
the Justice Department and all the other agencies mentioned on those 
other lists, can there really be any control ? 

Mr. Alexander. There can be some controls. 

Senator Mondale. But not much. 

Mr. Alexander. But not absolute controls. 

Senator Mondale. All right. Thank you. 

The Chairman. Any other questions ? 

Senator Huddleston. Just a loose end or two, Mr. Chairman. 

The Chairman. Yes; certainly, Senator Huddleston. 

Senator Huddleston. In respect to the information that you have 
given us that certain procedures are now in effect to tighten up the use 
of confidential informants, we have a memo from the IRS to the spe- 
cial agents in the Jacksonville district which sets out the procedures 
to be used. This is dated July 9. 1974 [exhibit 6 1 ]. 

We also have a tax memo written by one of the agents, at least, to 
whom this was sent, which is headed “Instructions from JKW. who 
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is Mr. J. K. Wish-well, and apparently his comments on these sug- 
gestions — he writes, for instance, “No 1, reduce fund to $500 for (a 
confidential informant),” on which he writes “ha, ha, ha.” 

Senator Huddleston. There is another entry in which he says, 
“restrict payout to $250 without prior approval,” on which he writes, 
“ha, ha, ha.” J 

Another provision, “after each payout rendezvous with another 
special agent or JKW and hand deliver receipt, voucher and import 
and pick up reimbursement check.” He writes, “ha, ha, ha.” 

“No. 7 said he would give me instructions in writing to minimize 
misunderstanding,” and again he notes, “ha, ha, ha.” 

Is this the kind of response that you have been experiencing with 
these instructions that may have gone out to the agents in the field ? 

Mr. Alexander. I don’t think so. I think this gentleman obviously 
was a man of few words. 

[General laughter.] 

Mr. Alexander. This is not typical of the IRS special agent. I think 
there are many fine, dedicated people doing a tough job well. I think 
there are a few, and a very vocal few, that are impeding efforts toward 
making our tax administration system sounder and more responsible, 
and this gentleman’s repetition of his word “ha” would put him in 
this category. 

Senator Huddleston. I’m wondering, though, about a gentleman 
who’s been out in the field dealing with informants who are not people 
who would be characterized as pillars of the community. There is one 
who turned in his own father as a tax evader. I am wondering if this 
is not a commentary on the workability of any set of rules or standards 
if you are going to deal with that kind of people. 

Mr. Alexander. Well, tight controls, sensible tight standards, are 
surely better than the alternative of lax or nonexistent controls and 
standards. 

Senator Huddleston. I agree with that. I was just suggesting it is 
an area that would require continual supervision if it is to be employed 
at all. 

Mr. Alexander. It does, Senator Huddleston. This is an area fraught 
with danger, the danger of misuse, the danger of actually employing 
people of, at best, doubtful character, doubtful reputation, and doubt- 
ful veracity by the IRS, with its great powers. An additional fact is 
that the institution of a criminal investigation itself, when made known 
by third party contacts, is a very severely damaging thing to the per- 
son investigated. 

Senator Huddleston. Now, the agency has also used undercover 
agents, as I understand, and there is at least one instance where under- 
cover agents infiltrated the inner circle of an individual who was 
undergoing a tax investigation and tax prosecution, as a matter of 
fact. Because of this, he was able to learn what the defense strategy was, 
what kind of affidavits were to be filed, what plea was to be made, and 
did, in fact, convey this information to the prosecuting attorney. 

Is this the kind of thing that undercover agents are expected to do? 

Mr. Alexander. No ; it is not. 

Senator Huddleston. Do you know of any other incidents besides 
the ones I cited, which is a case out in Los Angeles, Calif., where this 
might have occurred ? 
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Mr. Alexander. I am aware of that case, and I am disturbed by it. 
I do not know personally of any other instances. I don’t know whether 
those with me today know of any others. 

Mr. Wolfe. I know of none. 

Senator Huddleston. The system which utilizes undercover agents 
and informants certainly lends itself to that kind of abuse. 

Mr. Alexander. That is one of the dangers in the use of a confiden- 
tial informant, particularly if the confidential informant is encouraged 
by silence, or by action, or by knowledge and acquiescence, to engage 
in activities beyond the line, beyond the line legally, beyond the line 
ethically and morally. These present very great dangers and I question 
whether the benefits to the enforcement of the tax laws are worth the 
cost to enforcement of the tax laws. 

Senator Huddleston. We also have information that documents 
which were maintained in the IGRU system were destroyed contrary 
to the regular document destruction schedule by the IRS. 

First, what was the IGRU ? 

Mr. Alexander. The IGRU, to which I referred earlier, was the 
Intelligence Gathering and Retrieval Unit in the IRS. IGRS was the 
Intelligence Gathering and Retrieval System. This was to be a com- 
puterized system for maintaining general intelligence information 
that the IRS had gathered. It resulted from a study instituted, I 
believe, in 1969, implemented in 1973, and modified in 1974. The Deputy 
Commissioner and I suspended this system in January of this year. It 
was a system that accumulated a great deal of information of some- 
what doubtful value. But the system itself, the idea of computerizing 
this information, is a sound idea. The implementation of the system 
was the problem. 

Senator Huddleston. Is there any way to make distinctions among 
that evidence that might have been collected illegally, if the evidence 
were valid? 

Mr. Alexander. I think this operated as a vacuum cleaner; every- 
thing went in, in some districts; very little went in, in others. The 
district offices were encouraged to build up the system, and some of 
them reacted with great vigor to do precisely that, Miami being one 
of such offices. 

On January 15, we found that 465,442 names were in the system, 
and included in those names was mine. 

Senator Huddleston. What about the destruction of these docu- 
ments contrary to procedure ? Were you aware of that ? 

Mr. Alexander. I became aware of that recently, and it is very dis- 
turbing to me. 

Senator Huddleston. How could it have happened, or how did it 
happen? 

Mr. Alexander. I don’t know of my own knowledge how that hap- 
pened. We give instructions in the national office. We expect those 
instructions will be carried out, and in almost every instance they 
are. In some instances, people, through misunderstandings or through, 
I’m sorry to say, a willful act, refuse to carry them out. 

Senator Huddleston. Are you aware that in at least two instances 
documents were destroyed related to extremist organizations or ex- 
tremist individuals? 

Mr. Alexander. I have become aware of that, yes. 
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Senator Huddleston*. Do you attach any significance to that? 

Mr. Alexander. Yes: I do. It causes mo deep concern because it 
would appear that someone thought that these should be destroyed 
because of the adverse impact on. perhaps, the assembler or perhaps 
the holder of the document, if they were not destroyed. Of course, 
that is a concern for the head of a law enforcement agency. 

Senator Huddleston. Also the revelation of how the information 
might have been obtained would leave some question. 

Mr. Alexander. That is another problem. 

Senator Huddleston*. Thank you. Mr. Chairman. 

The Chairman*. Mr. Commissioner, did you testify that in 1974, 
something in excess of 20.000 income tax returns were turned over to 
other agencies of the Government ? 

Mr. Alexander. Yes: I did. The number, I believe, was 29,520 
plus. 

The Chairman*. 29.520 plus? 

Mr. Alexander. Yes. The returns were for those 8,210 taxpayers, 
Mr. Chairman. 

The Chairman*. 8,210 taxpayers. Now, does that include returns 
that may have been requested and turned over to State governments ? 

Mr. Alexander. No ; not at all. 

The Chairman. Do you have the figure for the latter ? 

Mr. Alexander. I have a figure, and I would like to supplement this 
for the record, to give you the full figure, Mr. Chairman. You see, 
returns turned over to the State governments actually consist in large 
part of taped transcripts. 

Now, my understanding is that in 1974, the taped transcripts of 
some 63 million individual returns were turned over to State govern- 
ments; but in addition to that I receive a number of requests from 
State governments for individual returns that are not included within 
this figure. We have agreements with 48 of the 50 States. We do not 
have agreements with Texas and Nevada, and I would like to supply 
for the record, if I can, Mr. Chairman, a full and complete listing for 
you [exhibit 17 *]. 

The Chairman. I wish you would. 

You see, as the record stands now, in 1 year alone, nearly 30,000 
returns involving more than 8.000 taxpayers, were turned over by the 
IRS to other Federal agencies. You have said this is a very loose ar- 
rangment. The laws need to be tightened to give a greater measure of 
confidentiality. 

This committee is concerned about what is becoming obvious in the 
course of these hearings, and that is the spreading of “Big Brother” 
government methods, and what your testimony shows is that, at least 
as of now, every taxpayer in this country is on notice that when his 
tax return is filed in the IRS. it means any agency in the Government 
that can claim an official interest can get into that tax return for its 
own purposes. That is what it means. And. what better form is there 
to intimidate people, harass people, force them to comply with what- 
ever it is some other agenov may have in mind, than to have his tax 
return and information that it may contain. 
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This morning we have seen further that, until recently at least, 
the IRS itself maintained a list of 8,000 individuals and 3,000 orga- 
nizations which other agencies of the Government asked them to com- 
pile for the purpose of making tax audits, though clearly from the 
nature of these organizations, they are not suspected of owing taxes. 
Now, if that isn’t an abuse, I don’t know what abuse is. 

Furthermore, some of these agencies had no lawful right to request 
that these names be placed upon such a list. I gave you an example a 
few minutes ago of the CIA making such a request on “Ramparts” 
magazine because it feared that “Ramparts” might print something 
that the CIA did not want printed. Yet the law on which the CIA 
derives its powers provides expressly that the Agency shall have no 
police, subpena, or law enforcement powers, or internal security func- 
tions. It was to stay out of domestic affairs. But it didn’t, it hasn’t, 
and it won’t until we begin to write the laws much differently and 
prescribe penalties for their violation. 

I want to thank you. Mr. Commissioner, and I want to thank your 
assistants who have come here. I want to thank you for the coopera- 
tion you have given us and the information you have turned over to 
us. It is very helpful to the committee. 

The committee now stands adjourned. 

Our next hearing will be announced by the Chair. 

[Whereupon, at 12 : 32 p.m., the committee recessed, to reconvene 
upon the call of the Chair.] 
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Special Service Staff: Its Oiugin, Mission and Potential 

i'KU'akkii ijy ACTS :C ;SS fob iuknmai, m ki*hmi <h m.uionai, com missujnfji* at 
CUAJiLOTlEi>VILl.K, YlKOIMA NOVEMlH.lt I AND 2, 11172 

(CONFIDENTIAL! 

I. hilrniluction 

Hero’: ni?, in £ (he ritrlil In Icgnlly and peacefully protest, assemble. ;im| jH'lilion 
tin* government is inherent in the freedom «f each citizen. Any abuse "f these 
riglds reilects ;i «*1)i |»)*i nir nw.iy sit fundamental principles regarding rights, frec- 
tloins, and redress of grievances. There are (host' who readily condemn mir pres- 
ent lax system ami would tear it down if they could. l’n reasonable demamls 
are being presented to all levels of government as well as to private business. 

rnlifce the violence and riots of the Sixties, the early seventies have focused 
on a more I hreateniug combination of protests and problems which are sure* hi 
carry us well into the seventies— likely escalating in intensity ami frequency. 
Well organized protest groups have turned their n 1 1 <*nl i<*it away from the wind- 
ing down Yielnaiii War Issues. 

Today they are concerned with future strategies directed at tin* economic 
slnirluie of tins country with particular emphasis towards the Internal Kev- 
emte Service, i.e., met hods of funneling taxes into alternative funds (telephone 
aim income tax nonpuyers feel il desirable to have a “civilian fund'’, a , '|n , !ieo 
filial" or ■'alternative limd" into which |tcnplc could place their hehl-haek lax 
monies; Imw to react to IKS procedures (break down the federal tax collection 
machinery ami earnestly solicit oilier* to Join in the effort t ; ami, endorsing 
legislation which would legalize "conscientious lax objector status.” 

i takes cnusideraidc naivete tad to recognize that we are confronted with 
highly organized and well liuaiice«| groups bent on destroying our form of gov- 
crmmj't. ami they are moving very carefully, step by step, following well laid 
plans. 

Probably. their no ml nr one £oal at lJLujt» i»oinL i* lo erode, ami eventually 
destroy, our entire lax .system. 

II. Iturkf/nnnnl on formation ami niis/tinn nf S)n riul Srrvlcfi Stuff 

Information develop'd durinc the hcarincs of the Senate Committee on IJov- 

erumenl (t|>enilious durinc August I'.mip established that various coni roversial 
organizations presented problems to the Internal Revenue Service. These orga- 
nizations categorized as extremists mi ll»e ri:;bl or left were iiol in compliance 
with Internal Hevcuue laws, information was also developed that individuals 
in the ford rout of these organization* rde«| lax returns rdlivting nominal in- 
come, or did not tile at all, although they vvde obviously exjieitding substantial 
amounts of funds. 

’l’heso hcarincs clearly indicated a need for I lie Internal Revenue Service 
to actively enter into a compliance procram di reel oil toward these extremist 
croups and their principals, who, by their slated attitudes and actions, could 
he expected to icnore or willfully violate Federal tax statute*. 

Fuutt iouinc under the .Vssistaut Commissioner ( Compliance), a s|ieeial com- 
pliance croup was eslahlishcil in Auaust IlKiji to m-rive and analyze all avail- 
able information or organ taut iou* and individuals promoting extremist view* 
and philosophies. The idcnlilication of organizations ami individuals included 
in t)ir program was wilimul regard to flic philosophy or political posture in 
vulveil: rather, ilwas ilirivt^l lo the noioriely .of tin- individual or organization 
anil Ull* •jfoljahiliiy that imhlicitv might result* tiom their activities ami the 
likelihood that I his notoriety would lead to impdrics regarding then - tax slaius._ 
Auoi her iui|Kirtant consideration was the degree of 'probability that the in- ' 
dividpuN might deliberately avoid their tax rcs|Hm«ihiliiu— . ’ , 

Liaison was established with Federal invest igative and Itiw enforcement agen- 
vies (such as Fill,' Secret Serviec. Army, Navy, Military lulelligeiice, and 
1 icparl uicnl of .lust lee i and with Senate and House Invest igaiim: Committees. 
Hy use of |>seiHlouyuis and “drop" boxes, radical, subversive. and extremist pub- 
liealions wen* snhscrihed to and organizations joined as a source of securing 
inforination mi matters Involving taxable income of individuals, activities of 
organizations having or seeking tax exempt status, ami- identity of individuals 
or exempt organizations providing financial support to activist groups. 

As another major part «*r its activity, tiles are reviewed and information fur- 
nished on organizations and their principals where exempt nrganizal om odious 
are pending. Liaison with Technical helps to t-usuro that no crinm-ons tech- 
nical advice or rulings arc issued due to lack of inTonnat ion. 

Liaison was also established lo receive and/or disseminate information with 
Firearms. Intelligence. Internal Security, Service Centers, <>|]ii-enf loh-run (tonal 
Operations. National Computer Colder, Public Information, ami the Audit anil 
(. ollcdlop fu nc tions . 



1 Under criteria determined by the Committee in consultation with the Internal Revenue 
Service and the Federal Bureau of Investigation, certain materials have been deleted from 
these exhibits, some of which were previously classified to maintain the Integrity of the 
internal operating procedures of the agencies involved, and to protect intelligence sources 
and methods. Further deletions were made with respect to protecting the privacy of certain 
individuals and groups. These deletions do not change the material content of these 
exhibits. 
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•Starling with «7 tiles. identified In I In* Congressional r<<imnil h r, within less 
Uiiirt mic .visit nflPt this Conijdia ueo Croii]. was e*i ;■ Mished . i 1 1 T< • i 1 1 1 ;i 1 i..n had 
Ih'I'm iiianuuM y amt CMiisnlid.iIrd into 1 1 rj.*» orgaiu/uMonal and I'luo 

individual hies. (‘urrrtiV ly. the Croup iimu l.irnwn as: Sjioeinl Servjee SlalT 
ACTS :C :SS) lias 11 /MM) tiles fX/MMi individuals and tl/titi ..igani/.u I ions ) hi 
llm «..iu|.usili..n nf this,* fili*s a iv IJ.tMMi rlassilie.1 d<»imiiiils. In addition h. 
rstulilislmd filrs Mm Staff hasavnilal.ilily to a ri>iu)»uti-ri*/i'd priiitnui furnished 
uj another a “i'll iv'. 'I Ids listing- nf names nf individuals and croups who jin's!' 
a threat h> Ilu* vivurify nf lids eonntn eiirronMy identities another lii/KHi ell- 
lilirs vv lii'iv lav violations would appear probable 

t’ntii tin* Sjinrial Non im Staff was formalized I'rluu.iiv II, l'.iTj. ji* activity 
was considered semi-secret and apparently our |»-<»| i|,- in lin- jjrid wore )Hl 'r 
KMmvIt'dci-Mldi* iif Its mission and nliji-n jvi's. I nvcsM entire )n'rs..uind partirii- 

I, 1 ‘-'y. .\ 1 !' ! Jr_ fowilinr with this Stall s activity and tnisd.m as outlined 
in uni lllilMl, AIsii, there js a need |.. iimrcnsr lie], I awarem-s .,f 10" im- 
portance of tlio in vest iga live information furnished In tin* slall to district 
nllh'os. 

I'lan*. an 1 in I lie in i II to iiiipl«'iii«'iif ('ilain ier..mmcinhit ions of a ri'ivul 
' "irijnihi i/.al inn feasibility stmlj. Sonn- dcgicc of iiiccham/.al imi appear* neecs* 
sary rope Willi llm accumulation and <pianlil\ .if data received |*y Mm MalT 
from source* « ii hin and oiitsidi' llm Sn vj«v. 

l lm S'lall acting as a ••••nlial intelligence galhcrini: fai'ilily consolidates daia 

a\ ailahh* williin IKS and any ohiaiiial>li> investigative m law ciilomc- 

nmnt agencies. Arc data in llm tiles suggest* there am two major . ah- 

m-ni's n| ••mani/al inns ami indiv iduals idciitilmd as lih.-h |.> |„. violating l i .l 
«'ia| slaluli's including llm lav tiling and paving rc<pm cnn-uls nf Mm I KC. 
'Ilu'v,. nicani/.aliuns ami imlivi<|uals ran hr gcimralh categorized as (|i V|„. 

J. 'id Croups llioso wlm advocate and practice arson, lin-homliing and dolrim- 
h"ii of properly; use coercive threads for funds through I'.S. postal Sonin'; 
in.iKo threats against public olli<ials; plan and organize prison ri«if v ; engage 
in ariiviMrs involving illegal arruumhif jon of fii-rarins and amnmnil i«u ■ ham 

1 1 "■! I as planning and cnr.yiiig out skv jacking : and. those who m ini 

ami dmi riluiio p„hlmatin,i s advocating revolution ngainst llm goverimmul of 
Ih.s ninnlry. In ralogmy fJ) llmm is amplo ev idem,. of arlivilin. involving so- 

•a Ird .NonAodoni Croups, win. hy alleged peaceful dm s | ,at inns oftonlimrs 

1 « 1 1 i*«*i .'lli'li initiate vutlnmr uo.i «|es( met no, Im-linli d am ihoso \\},n pi il , | i , |v 
drsi,-„v ami l*m n dial! raids. d«;s|ioy So|rn|j Vl . Smiro 

P 'lo in im oiga n izo May Hay dmii.'iisl rat ions. oi;:ani/o ami atmnd nn l< C-s. 
hvals whirli aliraol. >o"||| and iiaivnlms. aid in lum’lim: sa|o of hmai ins to Irish 
l.'<'»l.1ir i „, .' i in v. A rill* InmiM', o.-. 11.1.1 i., i \|.... r , n : ,, H | v . . , 7| , 

111 ' •■•'''I'"*' Miilil.ii. in iii'i., i; l.. M.,liii,.„s :„*!*. , iii.iimt 

■'"".'•"'M .I' ''ii •l. r.-. l..r» in II,,. 

1 » 1 1 ' ."ii'i'i in siiiiv. n iiiii iiiiii..i, . .ii,, i ii,,.,,. j. i, fr 

; Ill, Mr, „f li.vt.- I,,,,.., mil , , f I,, 

’ ilr r l ', l ."’" IK 1,1 ''Si'I'liMl II'I'I "I iiiilli/.,* ii i" 1 1 1 i.r Willi III,, view ,,r 

I), i , i\\ <> f II, ,v 

111. Ctirn ul ;„ „r,',/iorr riHiilniiril f,;/ Sj,. , s, -rrirr Until), 

.'lirmilly. .„i ilif.,||||;,li„„ i» ruvi vrtj il i.r „. V ,,,„| f ..r liulimt i< q'K nf *»,*,. 

' : "* " rr - »"•••.•' I,, ,iM. l „;,litj,.,| „rir:„,i/;i. 

I, ■ . II, |. i llillillrlinK ,.| lllll.u I . y r\,.„,|,| (I, liiinjitiii i„,,M . i r*ii, I , j - 

• miri-l*." I...I „( iK ,.|, !lr .,. r |,, |. |v 

- ""ii I., ni" I, i ,;, v cin. 

•'•■••"'."■"IK III., n-vii-wril in I m'liiitl imi „r lux 

.siiiar oi ii'sisiaimo uiovoiimiits. 

" f ="■••'•• illllil-lllii lll an- |.r.i. |,l. III,. I,,., ,,1,,...,. , j | , 1 , ■ 

i'i il '" 1 ','i'i ri 1 v" , 1 S "; ,f IU '''' , '"' 1 l:,s "' rw», S.i 

l ilM, j„ .. J ‘ ' , " r l" l “ll ,l «' III, ,|.|«. m il Miinrcs ,,r Willi, .S 1,11,1 

h !iV,!,Tl,r,’l' i r' “• ('"ii Tiriiil :, r„l Ii, v .■:,!„ |, 

• V./r,., r^.‘Vv;T' , ::! , V" ‘r " 

ill, Ii, ill, ills ' .*riai"lK.li..|i», iiroillis ,,r 

Sliinilil 1.0.1 r iic-nrirs ,lrsi,,. | n rnriiiai ii," r.'liiiiv,. 1,1 tax Mlm „ „ r i„ V |.sii L . ... 

m " s ' riw,«m s ,,i,s,.,vh,r ,i„. ,iis,.i,l„ r ,. 

S »•••*!' inf..rn>nl inn I Irrn.ls lax Mrili,. ami is 

• , 

•' 1,1 lUHTliai K. vrnur piriinsi-s. 

I.MI|„|,I"S ,,r M.v*>ral .VINK ,,f S|Nvial S. r* i.-r si:l(r I. rn rils Pur,. 

r, l ''! 1 ' 1 ,l * :l I '-"'I. i. V*. ..f ills. TI...S,. s|„.w ,l„. 

' ! '-'KK'I;' Uni .-MM ,„ I., .11, II,,- 

>u», nu omi . nft amt omploymont taxes. { J-ixliiliil J L' i . 



ions wtiioli woiihl 



■fl i>iii lidds. inch'd- 




41 



Tlit* p.'irkc! ;■ Isit i-ont :i ins sample* of materials puhl i -In d .uni n m da led by 
member.-, « • f tin* lux strike :« ml resistant c m«»vi*tii* *T«I I" show the decree of 
mpliisl ir.it imi these i ii > >\ (_■ f 1 1 < ■ 1 1 1 s have leached. tin- 1iM exliihil in this Uf 

is u i’i-|ii'mi] need I II! report. tin ;i n:i t 1 » etiveiil i* ■ ri "I activists ren-nl |y In 14 
in AmtiM nl Kansas City with Internal Revenue Sen in- as their f»***;t 1 point 
of at l ml mn. 

IV. I‘nh utiol u.v-if/r mnl nraibihililji uf Ki» rint .Wri'icc Stuff 
Tlir hies «f tin* Special Service Stall conlain vast amounts of informal inn' 
lu’ihiiniiik' I ■> t\]>cs i.f imliv iilnals ami orsianizat Phis' «!»■ Tilled. Tills material is 
received mi a day hy -dn.v basis and it lias been impossible fur Ihe Slajf I •• keep 
pare with lliis orowlh. As a result. ulllioMHh lil« — have Pen • 1 ahiispi d. there is 
a j;i'caf di al nf material which has ii"t been I’vahiatcd, and consentient ly has lint 
Jipcii referred to lirld nllicrs. 

This material is availiihh* In rcvrimi’ a cents, spc< ial ap nls. and ri’vnnii' "Hi- 
rers working nil individuals nr orgaui/nl imis involved mi 1 licsi 1 hit «»>' riuhl wild 
movements, one nf the problems lias hern that cxaminim; personnel are not 
aware nf the Staff, its mission nr operation. As stal'd l» fore, the lime has imw 
mine when lin'd person ll« I should he 1 1 1 1 1 > informed <4' the e.\is| riici’ nf Ihe Stall 
il)id tln> type of information available. 

Shnllld .'III agent nr revenue nllieer he assicm-d il e;i >e lulling inlo fine <4 I lie 
categories discussed, ho should l'eel flee In ducel an iiMplil'V I" Ihe Sjr'i ial Serv- 
ile Slaff l’> see if then* is any informal inn mi lile nr Mini could he "Plained thal 
would aid in Uteir investigation. The hie emild contain linaneial informal inn «<» 
:i>sj>t. in an aiiilil nr il eniild possibly he a current address J .» assi-.l in closing ;i 

TI »A nr TUI. hniiiiiics can cither he Pv mail «n- telepl and din- ted In Ihe 

address nr telephone nninher shown on Ihe lraiisiiiilt.il leller (See Hxhihit # I 
in a (I aeh nienl i . 

Many nf the tiles are extremely voluminous eniilaiuimr detailed linaneial infnr- 
mation. In such instances it may lie pi'el'eraPle In Pave held personnel ennie in 
and extrael pertinent data from (hi* ease tile. However, due I" Mi 1 ' ilas-ilied 
nature nf JJie liles, il would he necessary to nhiaiu a -ei ivl senirilv elea ranee for 
each employee desiring to make Midi an ihspei-l ion. Sime some of Ihe liles tire 
Top Secret and the decree of clc.'irames should he kept al a minimum. ‘Stalf 
members with Top Secret. clearance eati extract and rapsiili/.e any pertinent data 
of this nature if needed. 

While the Special Service Staff is essentially an information gathering and 
dissemination o|>eintion. it should not lx* considered a our-wav sired. Held 
personnel should he advised to he alert for information and data concerning 
Ihese niirani/al inns am) individuals indicating Mo ' willfully ignore or violate 
lax statutes. This added resnnne would ojien an elleelive tun-wav cuiiiulMliica- 
I ion channel w huh can vhr nimli to improve any I iilern.il IP*v i line Service a cl ions 
leipiired. 'I’liis is rsjieeially imporlaul where s)ich information would cross dis- 
trict or regional lines permitting enonlinalion w ith oile r oiliees 

rnrlher. lield personnel should also lie alert In criminal violalionv other than 
those involving the lax slalules. This emild inelude any indjealloii <»f ads of 
violence, 'falsification of ollirial documents, threats availed l inv erniuenl ollieials 
or ollieers. He. Sii' li information should also he channeled to Ihe Statf so they 
ran coord inn Ip with Ihe appropriate agency. 

1*. Cnm'tu&ion am / >li tntssinn 

It. has now boon discussed in some detail how this Special Service Staff activity 
functions, what its purpose is. and how elfeel ivl.v tin- leads and eases it general cs 
ari’ ulili/ed hy Ihe Service. 'Ihe magnitude and polenlial of this lacililv is im- 
pressive. A reeenl internal audil of lln* Special Si i vice Stall fully supports tin- 
conclusion thal this function offers )iit:lt potential as a delerrent in coping with 
widespread fax violations sponsored hy activist Hi mips. 

I'erlainlv Internal Revenue Service ••ilieers and agents can only do so much 
on I heir own in tr> mg lo eolleel from, investigate or examine these oiganizal ions 
and individuals, who through insidious nielhods have eollahnra ted to form a 
revolnl ii iii.i t v force, which if allowed to develop gradually w ill • heroine well 
eslaldished before becoming appareul. 

Pet Imps the only way In combat a lax rebellion growth or movement in oiir 
society is for the tnlcilial llev.nue Service, which mm has llii- Sp.-« nil S. rv ice 

S»:»»T aeeess lo reliable PilcHim-nee information, to e\|»ose the hard h a h i 

and frlnce eipmenl in nnr nation wjm advot-atc IcarijiK down our present system. 

This pre »ciil at ion should pive you some additional iusiuhl inlo Urn fnriaalioii 
and potential for a central inlelliceoee Halhcriut: facility of this naHire. Hope- 
fidl.v. il lias also eueouraued von to Honk about "vvhal is lo Pe dmieV" 

Anmm: fpe alternatives to l»e considered a nd diseussed ; 

I'sjuc ||h> Special Service SlalT as a nm Icons, would it Pc pi':o lienl P> 
•hvd'H' a mull i-aHcKey ajiproach nsiiiK strike fm,ee «*o»»cepts with special 
I'WI'biiMs o*t criminal rode present! inns umler Title is in em relalioii with 
Title Itti 
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to: 

from: 

bjcct: 



Exhibit 2 



Director, Federal bureau of Investigation 
Department of. Justice # . 

Assistant Commissioner • (Compliance) CFrPllft 
Internal. Revenue Service 



Request to be Placed cp. Dissemination List 



Attention: Special Agent Patrick D. Putnam 

> . 

For your information 1 have formed , a committee of seme of our 
Cooipliancc people to gather dr.tr. and recommend actions to be taken 
vithin the Internal Revenue Serv5.ee relating to various organizations 
of pre<Ic<; •. j nan t lv d : : : j i.dent or extremist nature and/or people preminent iy 
identified vith these organisations. , 

The* group 7. have formed is named the Activists Organisations 
Committee end is no.-; iunctaoning vith Hr. Paul li. height a:, chairman. 

7. vill appreciate Jr's ce;;mit tea .being placed on your dis renin;-. tic n 
list for inf carnation eh relates to the types 01 organiuntie.:;. 

mentioned above and people associated vith them/’ At this time ve request 
file data on the organizations listed on the attachment to this 
memorandum. 

It is apparent that additional requests for inform- cion or. 
organizations and individuals vill be made as tills committee proceeds 
vith its ass ignsicut . , . 

X vill appreciate ycur approval of this initial request and ask 
that any data transmitted be delivered re the attention of Hr*. e right , 
Room Internal Revenue Service, 1111 Constitution Avenue, i-.h’., 

Washington, D. C. . 

■ 

Asaiatant Commissioner 
(Compliance) 



Attachment 

L£st of Organisations 
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• Information. has been received from I!r . Paul II. V.right o 
TPS t ! • t IPS, as a result of Y.’hitc House and Congressional p.e.r-u. 
is ombarhing ou 71 program looking tor; arc! anci (jun law viohui .0 

on the nr.yt ox Hew Le I t , black extremist , and white exiu cmi... t 
organisations and individuals connected therewith. /ittackeu lctt' 
from 'u.:: Assistant Commissioner Donald Dacca requests the who bo 
placed, or. BDI dissemination for a number of these organizations 
under investigation by us. 

Y; right advised that as a result of considerable orcssur- 
fvos.i Coax' ess and the \ : h>te House, IRS has formed a Co '.'.mi t too at 
ll.b headquarters known as the Activists Organisations Co;; wit tec , ^ 
whose function in to collect all pertinent information relatin': A 
various Aev.- Left and extremist organ in a. tiers , as well as i ndivibu; 
prominently connected therewith, and thereafter initiate liclc* 
invcstif.a.tiors and audits of these groups and individuals looict ng 
toward uncover in," tax violations ■ and violations of the Cun (.'outre. 
Act cf 1903, In attached letter Bacon requests that XRS bo placet 
on d is nx. hi. nation for our investigative reports involvin'; 12 organ: 
nations. Jf-r mo vests that such dissemination be made to 7.1'S 
hoadqu'--- tors , ..ex- btud, Attune ion Mr. i-aut a . ..n ".nt. 

A reviev/ of th.c list of organizations enclosed v;ith 
Bacon's letter indicates the organisations are nrir.uir ily cf a 
Hew Left, blnei: extremist or white extremist nature. many’ of the 
organ inn t ions Tisteu have not been investigated by us; 

A concentrated program of this nature, if properly 
i:i'pL;u.. allied, should deal ;; bio;/ to dissident elements. This 
act': O'; i.:T I o '.: • • overdue., Vo have already disseminated to 
reports on many cf the organizations listed. It is felt that 
v ;a should accede to the* 1 AC fcauur. t 




eC:Tf;A - ov 
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Jilomorandurri D. J. Brennan, Jr. , to _ • 

Ur. V/. C. Sullivan 

re: internal revenue service (irs) ' 

IK\TSTIG/.T;0:;S OF KTis7 IX FT AND EXTREMIST 

ORGAKIZATXOKS AKD I INDIVIDUALS . • •' •’ 4 



ACTIO” : * 

1. II approved it v;ill bo explained to Assistant 
Commissioner lfacon by Liaison that several of tho organisations 
he has listed are not under investigation by us but that v;o 
will accede to his request in connection with those listed 
organisations that we have currently under investigation. 




2. Attached for approval is a letter t 6 all 
-Special Agents in Charge alerting then to the IRS program. 
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Exhibit 3 

(EXCERPT FROM COMMUNICATION, SI (GIAL -AGENT IN CHARGE ATLANTA TO 
DIRECTOR, IT, I, DATED APRIL 14, 1964) 



AT lOO-Oj'M-D 

A t'H i oil* 



[Tax returns of and information from IRS] 

investigative files were recently received and analyzed. 

[Paraphrase 



It in In; .1.1 ovod that donors and creditor:! of 
present two .iiijw>rt*\utt arena for counter- .1 utel.l.l 1 ..• : t; act*.! vltlcu . 
In . '.p.'ii’-l to tne t'onnrr. It ,1a air: tooted ' hat official 

;*. tat j oncry 1 ai'tnai uro, o**«:>.I <i:t of which ■’ re a va 1 . ) o 

to tnu Atlanta tu'flou and will L*o furnished hy scroxvito communi- 
cation to tin.' IV. :;-.;.*ui Laboratory for reproduction purposes, 
he uv.lJ.lr.oU In advlslm; the donor;: that Internal ib.-voti'io 
Ne>*v.i'.;o .la current J v o i.ecl: in*; tax records of and that 

throe* ;h this phoney correspondence •.ainfo to siivi.se fho 
donor • n:vir> i-i* that ho renorted li.'.o piTls in ace ar.i an-:-: with 
t ntorna l Kevonuo reriul re: aunts so that ho 4:111 not bee owe 
involved in a tax JnvuutJ a.atlon. It la believed rniuh a letter 
of thla type from my cause considerable concern ; i- i 

cl in l unto future contribution:), from uyr liable information 
Jt .1:: apparent that*, l.nny of these contrl fulcra to are 

>io.l 1 1 *, r.n In order to claim tax deduct Jons and in order to be 
el l r,.l tie for r.u.di 'ta.iuct.1ons, the coutrl i.utlou Is bel tv; i.iadu to 
tl) 1 .: [excised] Church, which in tarn la f oruardea to 



60-877 0 - 76-4 
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Exhibit 4 



2 X- ebrcarv 19ot 



ivi£M0KAK0UM?02: ' / . • 

SUBJECT ' ••; ISS Brl^ oa RAi!PA2TS 



1. Cn 1 J cor. iary I9&7 I znei with Thacaa Terry, -iss-' •-. ■ - - . 
to the Ccnniaaloner, IBS to brief h ; m oa the cerrsat status, of the 
a lAt/I I’. A ft T 3 maiiar and to s-rric his cooperation. Also present were 
Isos Green, Executive; Asa? riant to the Assistant Co it mi. a signer for 
Coxnpliaace and John Barber, Chief of Bul-ngs, Exempt Organirution: 
Branch. All three ofSciala have been closely involved with, uu hatha 
recent developments abauf USNSA and" ■ lln particular. 

» , A 0'nQ«. *» ' * '■ '.*• ■• ;• 

' . 2,1 told them of the information and rumors we have heard, 

abaci RAAIPA 2. To ’ proposed exposes with particular reference to 
U37I3A nmi.<3r^.y • I impressed upon them the Director’s concern and 
expressed cun certainty that, this io an attach, on CIA in particular,' 



led the adintrdsi — 



M3 in senerc 



ohich is merely using Tjclii 



. ana 



■ (as tools. To empbaoica the nature o£ the problem I read, to theca 
excerpt o from ifr.' 1 Nlacc; (memorandum of 35 January 19o7 relaiitw 
statements and acticen of KAlvIPABTS ofiiciala hi the period ' " = . .. ■ 

22-25 January. Vis afro discussed othor probable sources of iafor- 
' rnation being- used by BAbiPAETS, including the many leads which ‘ ' 
probably originated from the "Patman Eight” exposure^. The ooasi— 
fcihty of Harry Olshsr of Parmanb staff having ccooerated with. - 

ItAAiPABTa w33 maaiionsd. 



3. Barber adyiaed t hat the IBS examiner handling the U3713A 
treapplicaiion for tan-exempt status has just completed his findings. 

U.SK3A be granted tax exenotion under 



He has recommended 



IBC Section 501(c)(4) which is tha classification for "social welfar 
organiza!;ioa3. In the examiner's view U3HSA is discualified for 
-01 (c)(3) status as a political action organisation. IX it io cxcrr.rt 



ir 50 1(c)(4), do: 



h033 tO 1: 



will act be deductible by ta 



oonor an-a 



.ROM 

SEP Zo 1375 

C a A 



Declassified by authority 



1 October 197b. 
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* Will "bo i:ore uiiitcv 



to gut 



ram or: 
-. 1 < 



donations 

which ere eicenp;: reader Section 501 (c)( 3 ). it wr .3 also po^ared 
that U 5 NSA had become so notorious and the subject o£ :o roc nr/ public 
complaints to IRS that it had besn pit under sudli and might have had 
its 501 (c)( 3 ) exemreien revoked even if it had net seen requires, ro 
file «a new spoil cation for exemption, by virtu i 



■ or it 



reorrr 



I suggested tint ins corpo 
?m : -ed and that any lead 



rate tax returns of RA 



c 1 T 3 



ARTS. 



Inc. be 



be followed up by an er 



i s unlikely that such an e 
information an to tbs magazina’s — 



to poisTSla financial supporters 
tion of their individual tax returns* It 
ination will develop ranch, worth-while 



ounce oi anaaci: 



support,' but. it 



is possible frh^t acne leads will be evident. The returns can be called 
in for review by the Assistant Commissioner for Compliance wit h out 
causing any particular nofcics in the respective IRS districts. The pro- 
pos-»d would be made by hir. Green who would advise me 

if there apo eared to ba any imormaiiou on the r era ms worth following 
ud. The oaliticnl sensitivity oi the case is such that if we are to go 
further* than this, it will be necessary for the Agency io make a _ • 
formal request for the returns uad.-;r a procedure set forth in Govern- 
raed: regulations. If such a request is made, the Commiaaiouer will net. 
be in a position to deny our interest if questioned later by a men oer c£ 
Congress or ether competent authority. 



5 . This matter contains the elements for political repercussions \ 
against the internal Revenue Service as well as this Agency and hlr. Terry, 
feels that we can make no move until h e has. hrieiud the Commissioner. 

The Commissioner had already expressed concern over} 



ic ccnns: 



about USN 3 A T s tax exemption, even though he liners nothing at the time 
of the Agency’s involvement with USiMSA. . Mr,. Terry will brief the _ 
Commissioner as coon aa possible and contact me when he nas done so. 



T 



'i 



i\i„. 



.rROM 



BEP 26 1975 . 
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Exhibit 5 



- 3 Sp" 

/. 0 ■ A - Cf t rr 

Vt3/i 

6 December 1972 



to; District Director 
St. Louis District 
Internal Revenue Service 
from: Chief, Intelligence Division 
San Francisco District. 



ubjecl; Tax protest Movement 



Attached herewith, for your information, is a cony of a list 
of various runners involved in the tax protest movement. These 
individuals have Leon identified three ~h investigations ccneuc- 
ted in the San Francisco District relating to various Lex protest 
groups. It is believed that some members of these groups ere 
capable of violence against IiiS personnel. 

This information is furnished for your information and disposition. 



Name deleted 

Chief, Intelligence Division 



r> r* 

! \ C. ‘ 



) 



'/ E D 



■ - ) ' i 

INTELLIfiCWCi Di 

ii;s sr lo) !*r. i n 



tl . . >.vv 
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TAX PROTEST (COIiTIOT^D) 

NAIK CITY t-. ST Am 

M (Cont 1 d) 

Montoya, Joseph (Sen) New Mexico 

Tavernier, Florida 
Red Bluff, CA 
Mobile, Alabama 



PaJ.er.no , CA 
San Die go, CA 92116 
Bridgeford, Connecticut 
Pasadena, CA 

Names deleted Tacoma, Washington 

Rod Bluff, CA 
Fresno, CA 

Valley Springs, CA 95252 
Merced, CA 

Cincinatti, Ohio 45205 



Pino dale, CA 
Berkeley, CA 
Fouler, CA 
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- T.lst of Organ it at tons 

, ; ' ' - • -I' 

. The Student Non-violent Coordinating Committee 
■ The ■ Stud cn t Voice, Inc. - . -■ ' 

Tlie Sojourner Kotor Fleet, Inc. “ 

The Southern Education end Research Institute, In 
. The Congress of Racial Equality . 

%/xhe Students for a Democratic Society 
■’ The Bloch Panther Party .. 

The Revolutionary Action Movement 

.The Deacons for Defense and Justice • >: 

Tile Nation of Islam. * v 

Tile Ai ro-American Research Institute, Jnc. 

. Tue Southern Conference Education Fund 
Tne Progressive labor Tarty . • • 

4 ' :V : 

Koscn Publishing Company a -ji • 

Tri-hinc Offset Company, Inc. . Y . 

The Medical Committee for Human Rights 
• Tne Fund for Education and J.egal Defense 
The Minutemen • ’ ’ Y '-‘ 1 

The American Nazi Party ■ ' 

The United Klaus of America, Inc. 

The White Knights of the KKK 
The National States Righto Party 
Afro-American Set _ "• '' •” 

Allied War Prisoners Rescue Mission 
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Americans for Democratic Action. 

• L- ’. • 

Americans for Freedom " 

Black’ Brotherhood • 

Blcck Turks . \ • 

Black United Strategists ,'J 

Black United Youths 

Breakthrough k-.. ...-'i; 

Christian Beacon, Inc. ' • . ■ "j 

Christian Echoes Ministry, Trre.. 
Church League of America 
.Citywide Citizens Action Committee 
Civilian Resistance Command 
Commandos L 

Communist Party Youth Club 
Congress of Freedom 
Conservative Vice-Lords, Inc. 
"Dayton Alliance For Racial Equality 
Fair Play For Cuba Committee 



Free Corps . . 

Free Speech Movement ' 

Fund for The Republic, Inc. 

Croup For Advanced Leadership 

Institute for American Democracy, Inc. 

Institute ■ for the Study of Black Unity 

International Workers Order : 

I 
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Intcrreligtous Foundation for Community Organization , Inc. 

Life Line Foundations, Inc. 

. . • .. .. _ i: 

Malcolm X Society \ ' „• 7 f 

Medgar Evers Rifle Club 

Militant Labor Forun *• • 

' ' ‘Monroe Defense Coircnlttec . 

Muslim Mosque, Inc. \ 

/ Kational Student Association ' .■ i 1 ’■ ■■ 

(Formerly U. S. National Student Association) | ; 

Operation Breakthrough ' . j . 

. Organisation of Afro-American Unity, Inc. . " * j ’ *.;• 

Patriotic Party ' y ' •» .1 

The Peace Foundation ' . 

Protestants and Other Americans United for Separation of Church and C 

v/ Louis 11. Rabinowitz Foundation • •• 

Republic of Hew Africa ' - , 1 ■ ’■J 

Senegalese ' '/ ,y 

Socialist Workers Party , . • . ' 

Soldiers of The Cross . • • 

J Southern Student Organizing Committee ' 

Unitarian Society • • ' • 

United Black Community Organization 

J VJ. E. B. Dubois Clubs 

Barkers World Party 

Young Socialist Alliance 

' ' \ l 



fate 




53 



Exhibit 6 

if ti </ J C>’J oZJii U. J 

July 9, 197 4 



to^ Sp.. ' .1 Agon to 

IC . . Group , Jacksonville District 

from: Group •' .nager 

ICG’! Group 




subject Payment to Confidential Sources (Informants) 

. The Internal Rewnuu Manual, Sections 37?., 9372 and Policy Statement 
• ' p- 9-33 (copies o£ which arc attached) provides guidance lor payment 

to eourccn for con£.idc:it ial Information. These Instructions supplement 
the manual and are provided lor your everyday guidance. 

«r Parent for Information will bo made only when the information is not; 
'available otherwise. Each of you have uon-paid sources. In those 
situations callin'; for pay went for expenses or information, our approach 
will be conservative as to amounts paid but progressive as to seeking 
and getting the needed information. 

T ype o f funds 



Imprest fund payments to confidential sources must be paid from the 
proper fund. If the information obtained relates to KTP, then the funds 
must be paid from 1-JTP funds. The same applies to the TPG or Strike 
Force. 'I.’ncn requesting; funds',' please - specif y the intended program. 

Location of Funds , • 



Confidential funds for the IG5«R operation will be naintained in Miami 
in the custody of the IG&R Group Manager. Each XCf.R agent at POD’a 
outcidi of Miani. will be advanced a small fund. An lnterin receipt will 
be signed for the advance. Expenditure.' from the; advance will r.ot bo - *: 
ygade.' w 1 the u V't he y ap prove V of . . uh e Group Man age r^, ’***.' 




KCVC.'JJWO CcrViGG 
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Ty pes of lay , u- n£_ Authorized- 



Payment ixiy be authorized for exp end i cures from the confidential funds 
for; 

(1) Ex per.r.e-s for or in behalf of source. 

(2) Information. 

(3) Securing evidence. 

, Type of expense:; includible (among others) may be hotel room or other 
space rental, au.to rental, travel, food and beverage, or utilities and 
phone. 

Payment will not be authorized for "front" money or a promise by the 
Tjcurce that he will deliver in the future, 'in some circumstances 
t. authorization will be- granted to advance expense money. 

Ty pe of Information Sought 



Information which we seek .and' for which we will make paynent is contained 
in Policy Statement P-9-36. We must guard against using the confidential 
fund in any other way . Payment for information is made only when the 
information is unavailable otherwise. .For example, payment will not be 
made for an arrest report when such a report is public record. Neither 
will we pay a source to search public records for uc or to do other type 
investigative work,,. 

Authorization for, Making Payment - • 



< Each ‘expenditure from the confidential fund will be approved by the 
'Group Manager before payment is made to the source (informant) or before'- 
any expenses are incurred by the source . After the source has been 
debriefed, the special agent will write a memorandum to file of information 
obtained and/or expenses incurred. This memorandum will be foiwardcd to 
the Group Manager for review. The special agent will attach to the 
memorandum a note recommending amount of payment and will also recommend 
distribution of the memorandum . After review, the Group Manager will 
authorize payment to the source by the agent and Get the amount of 
payment, fhe Group Manager will notify the agent of the amount approved. 
After approval, Lhc agent can use funds on hand for payment. 




00 



At time of payment, the agent will obtain a receipt (Standard born 
1165) Iron the sou: cc: . The receipt will, be forwarded, along with a 
oigned ''Confidential Expenditure from Imprest Fund" form DIR J INT-52, 
to the Group Manager . 



General 



Under ; no circumstances will "regular" pnym r.t a be made to a eource. 

That it , wt; havc.no one on tb.c payroll, lie only pay for information 
received, as evaluated and recommended by the special agent and_ 
appr oved by_thc Group Manager. 

.Each of us must exercise care in submitting any vouchers or claims 
for reimbursement when the special agent is involved in dining with 
the source. In such a situation, payment will only be made for expenses 
incurred by the agent over and above what he would normally have spent 
for .a meal. All of us have been given a big responsibility in handling 
imprest funds. We must use these funds carefully and frugally. 

In the event of any emergency situation, please call the Group Manager 
for information and authority for payment. 



NAME DELETED 



Attachments 

cc: Chief, Intelligence Div. 
Jacksonville District 



INSTRUCTIONS TO GROUP 
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Exhibit 7 



Orgamzuiion and Functions of the 
Internal Revenue Service 

Exhibit 1113-4 

Organization of the Office of Assistant Commissioner (Compliance) 




MT 1100-158 (4-9-75) IR Manual 
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Exhibit 8 

[|>.V , u . :■ ,y„ 



Internal Revenue Service 




C JLU 1974 

1 T:TA 



Honorable Donald C. Alexander 
Commissioner of Internal Revenue 
Washington, D. C. 



Dear Commissioner Alexander: 

This transmits a copy of our report of results of 
the special on-line audit of narcotics termination 
assessments . 

The Service has made approximately 3,500 narcotics 
termination assessments totaling $104 million since 
August. 1971. These assessments have generally been 
made under tight time constraints based on information 
furnished by local law enforcement agencies with little 
or no independent investigation by the Service. The 
information furnished is generally not sound evidence, . 
but primarily consists of projections, opinions or con- 
clusions of the local lav; enforcement officers. The 
investigations are not of the same depth as normal 
audit examinations. 

In these cases, field agents initiate immediate 
assessments in order to seize assets in custody of 
local authorities before the assets are reclaimed by 
the taxpayers or their attorneys. The individuals ar- 
rested by local police generally remain in their 
custody for less than 24 hours. 

We found that procedures and practices used in 
terminating the tax years vary nationally from district 
to district, and ns a result tax laws and regulations 
are not applied consistently and equitably to all tax- 
payers . 



The terminations are usually made on the basis that 
the taxpayer's illegal narcotics involvement constitutes 
a "priina facie" case. Kith few exceptions, there is no 
other hard evidence that income taxes are due or that 
collection of taxes are in jeopardy. 
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Commissioner Alexander 



Since the Service does not issue Statutory Notices 
of Deficiency in these cases the taxpayers do not have 
the administrative appeal rights afforded to taxpayers 
subjected to jeopardy assessments or tax deficiencies 
arising from normal audit procedures. This fact coupled 
with the fact that the majority of the termination 
assessments arc not supported by hn'rd documented evi- 
dence gives rise to the distinct possibility that: (a) 

irreparable harm may be suffered by some of the taxpayers; 
and (b) the Service may be accused of assessing tax 
liabilities without due process of law. 

The weaknesses in the termination assessments are 
illustrated by the results of full year follow-up exami- 
nations which often result in substantial reductions 
and refunds to the taxpayers when detailed examinations 
are made. In other instances where the taxpayers do not 
file full year returns, quality examinations are often 
not conducted. In these cases, the full year liability 
generally approximates the short period liability. 

In order to gain more time to conduct an investiga- 
tion, one district issues a summons to local police for 
assets in possession of the narcotics law violator at 
the time of arrest. The local police hold the property 
for up to ten days while the Service conducts an investi- 
gation. A similar practice in another district was 
discontinued in late 1973 after Regional Counsel rendered 
an opinion that this practice was an improper use of a 
summons . 

Due to t he common characteristics of these termina- 
tion assessments, one adverse Supreme Court decision 
could affect hundreds of eases. For instance, if the 
Supreme Court, should affirm a recent decision by the Oth 
Circuit Court of Appeals requiring the issuance of a 
Statutory Notice of Deficiency within 00 days of a termi- 
nation assessment, all termination assessments may be 
rendered invalid. The Service lias received other adverse 
decisions on termination assessments in lower courts, 
and has compromised "other eases after the taxpayers filed 
suit . 
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Commissioner Alexander 



Copies of the report have been transmitted to the 
Assistant Commissioner (Compliance) and the Assistant 
Commissioner (ACTS). 

We will be pleased to discuss the report with you 
if you wish. 

Sincerely. 



Name deleted 

' — Assistant Commissioner 
(Inspection) 

Attachment 



60-877 0 - 76-5 
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In 



On-Line Audit 

ifO;T,:! , - 



tcrnal Audit Report: 
on t he 

of t no narcotics Traffickers 
T i : r i . : i i i.-ii ion A: ; sc asm on Us 



Introduction ar.d Scope of Audit 



This report summarizes results of a special on-line 
audit requested by the Commissioner. The audit objectives 
were to determine whether Service policies, procedures, 
and practices used in terminating the tax years of nar- 
cotics subjects are in accordance with income tax laws and 
regulations and whether these policies, practices, and 
procedures are applied consistently and equitably in 
arriving at factually supported tax determinations. 

Reviews were made in the Los Angeles and San Francisco 
Districts in the Western Region, in the Chicago and St. 
Louis Districts in the Midwest Region, and the Jacksonville 
and Columbia Districts in the Southeast Region. This re- 
port consolidates the findings resulting from these reviews 
as well as findings resulting from other recent audits. 



Summary of Results of Review 



We found that procedures and practices for terminating 
tax years of narcotics law violators vary nationally from 
district to district, and that as a result, tax laws and 
regulations are not applied consistently and equitably to 
all taxpayers. For instance, all six districts included in 
the review generally set a minimum value of assets seized 
ranging from $500 to $2,000 in determining whether a case 
should be considered for termination action. Also, the 
employees responsible for preparing termination reports 
(revenue officers, revenue agents, or special agents) 
vary from district to district. 

Five of the six districts rely primarily upon informa- 
tion furnished by other lav; enforcement agencies and 
informants in making, termination assessments. The informa- 
tion is generally received telephonically , and is often 
based on personal opinions, projections, conclusions or 
hearsay evidence rather than specific documented facts 
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concerning the subject. In some eases other minimal 
independent investigations are made by the Service; 
however, they are not of the saf.e depth as normal audit 
examinations . 

The sixth district, Jacksonville, issues a summons to 
local police for assets in the possession of a narcotics 
subject at the time of arrest. The police then hold the 
taxpayer's property for up to ten days while the Service 
conducts an investigation. A similar practice in one 
district in the Southwest Region was discontinued in 1973 
after Regional Counsel rendered an opinion that this 
practice was an improper use of a summons . 

Generally, all six districts terminate the tax years 
of narcotics law violators on the basis that the taxpayer's 
illegal narcotics involvement constitutes a "prima facie" 
case in wh i c h termination assessments should be made (HIM 
A 585 . 3) . With few exceptions, there is no other hard evi- 
dence that income taxes are due or that the collection of 
such taxes are in jeopardy in these cases. 

Although the burden is upon the Government in proving 
taxable income in these cases, the tax assessments are 
generally based upon taxable income estimated by a variety 
of methods. Due to the limited information available, 
these methods are generally not effective in determining a 
factually documented taxable income. For example, when the 
net worth and expenditures method is used, the taxpayer's 
net worth at the beginning and the end of the tax period is 
generally unknown. In addition, estimated costs of living 
expenses, which are often included in the net worth and 
expenditure computations, are generally not supported by 
facts in the case file. Other methods are usually equally 
ineffective in arriving at a factually documented taxable 
income due to the lack of detailed information. 

The weaknesses in the termination tax assessments are 
further illustrated by the fact that the full year follow-up 
of these examination cases often results in substantial 
reductions in the tax assessments and refunds to the tax- 
payers. For instance, the full year examination of 24 
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termination assessment eases in the Chicago District re- 
sulted in recommendations that the termination tax 
assessments be reduced in all 24 cases. It was 
recommended that assessments totaling $910,200 be reduced 
by $772,500 to $137,700. If the cases are settled on 
this basis, the taxpayers will be due refunds totaling 
approximately $136,000. Conversely, in the Los Angeles 
District the review of 55 cases where the substitute for 
return procedure was used disclosed that the substitute 
returns were based primarily on the same information used 
to compute the termination period income. As a result 
there wore 30 cases where the full year income was the 
same as the termination period income. In the remaining 
25 cases the income was more or less than the termination 
period income, however, facts to support the changes were 
not fully documented in the file. 

Due to the common characteristics of these termination 
assessments, one adverse Supreme Court decision could affect 
hundreds of cases. For instance, if the Supreme Court should 
affirm a recent decision by the 6th Circuit Court of Appeals 
requiring the issuance of a Statutory Notice of Deficiency 
within 60 days of a termination assessment, all termination 
assessments may be rendered invalid. The Service has re- 
ceived other adverse decisions on termination assessments in 
lower courts, and has compromised other cases after the tax- 
payers filed suit. 

On June 17, 197]., the President announced the Administra- 
tion's expanded effort to combat drug abuse. Included in the 
Presidential message was a charge to the Internal Revenue 
Service to conduct systematic tax investigations of middle 
and upper echelon narcotics traffickers. 

Generally, the interpretation of the Service policies 
and procedures by the field has been to terminate an indi- 
vidual with a history and background of illegal activities 
coupled with a current arrest for narcotics violations. 

The field agents of the Service have been faced with a 
requirement to make immediate assessment to prevent 
dissipation of the assets seized by local authorities at the 
time of arrest. Usually it becomes a race with the taxpayer 
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and/or his attorney. The majority of these assessments 
arc based primarily on the information from the arresting 
officers because of the short time pressure factor. The 
individuals arrested usually have liquid assets only and 
remain in the custody of police less than 24 hours. 

During the review, a District Director stated that 
there is not sufficient time to perfect a case to the 
extent that it would hold up in Court. 

Appendix A summarizes the number and amounts of termi- 
nation assessments made in the six districts tested and 
United States totals by Region for fiscal years 1972, 1973, 
and the first three quarters of 1974. 





W. C. Rankin, Jr. 
Director, Internal 
Audit Division 
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Details of Results of Review 



General Procedures 



We found that the procedures and practices for 
terminating tax years vary from region to region and 
within the regions from district to district. As a 
result, tax laws and regulations arc not applied con- 
sistently to all taxpayers. For example., all six 
districts included in this special review generally 
set a minimum value of assets seized in determining 
whether a case should be considered for termination 
action. The Columbia District requires a minimum of 
$500 cash seized for a termination action while the 
Jacksonville District requires $2,000 in total assets 
seized. 

In Los Angeles termination assessments were made 
against taxpayers who had been arrested for possession 
and or s a 1 e of narcotics with cash or readily iaentiriable 
assets in excess of $1,000. In San Francisco termination 
assessments were made against taxpayers who had been ar- 
rested on charges of sale of narcotics where there is 
information to show that income has been earned from that 
activity and that the taxpayers had cash or readily iden- 
tifiable assets of at least $1,000. 

In the St. Louis and Chicago Districts generally only 
those taxpayers who had at least $1,000 in their possession 
at the time of the arrest were terminated. 

Internal Revenue Code Section 6851; Policy Statement 
P-4-89; and Internal Revenue Manual Section 4585, generally 
set forth specific circumstances and/or action by taxpayers 
that would jeopardize collection of taxes when subsequently 
due, and therefore provide a basis for tax year termina- 
tion, assessment, and collection of taxes not otherwise due. 
The. specific conditions and circumstances for tax year 
termination and assessment under IRC Section 6851 are sum- 
marized in Policy Statement P-4-89 (Approved 10-2-70) as 
follows : 
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"Tcrmina tion of taxable period and assessment 
should be used sparingly and care should be 
taken to avoid excessive and unreasonable 
assessments . They should be limited to 
amounts which reasonably can be expected to 
equal the ultimate tax liability for the 
terminated period. Each termination of tax- 
able period and assessment must receive the 
personal approval of the District Director or 
the Director of International Operations. 

"A termination of taxable period and assessment 
will not be made without the existence of at 
least one of the three following conditions, 
unless prior approval is obtained from the 
Director, Audit Division: 

(1) The taxpayer is or appears to be designing 
quickly to depart from the United States 
or to conceal himself. 

(2) The taxpayer is or appears to be designing 
quickly to place his property beyond the 
reach of the Government either by removing 
it from the United States, or by concealing 
it, or by transferring it to other persons, 
or by dissipating it. 

(3) The taxpayer's financial solvency is or ap- 
pears to be imperiled. (This does not 
include cases where the taxpayer becomes 
insolvent by virtue of the accrual of the 
proposed assessment of tax, penalty and 
interest.)" 



Internal. Revenue Manual Section A585 and Section 3 (11) A 
of the Techniques Handbook for In-Depth Audit Investigations, 
HIM A235, provide requirements and specific guidelines for 
tax year terminations and documentation required, to the 
extent practicable, for termination investigations, and 
recommendations and approval of termination actions. The 
required documentation, to the extent practicable, includes: 
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(i) 



The name, address, and filing history of 
the taxpayer. 



(2) Tax and penalty to be assessed by periods. 

(3) The nature of the taxpayer's business or 
activity; the taxpayer's financial condi- 
tion; information regarding the taxpayer's 
activity giving rise to the termination 
recommendation, such as transferring 
assets without consideration or attempts 
to hide assets, etc.; information regard- 
ing business losses; the nature and 
location of the taxpayer's assets and 
sources of income; and the taxpayer's 
record of resisting payment of taxes in 
the past. 



(4) Any other information regarding the 

taxpayer's financial condition, prospects 
for future losses, etc. 



Review of recent termination recommendation reports 
and case files in the six districts shov;cd that the files 
and reports were generally not documented with facts to 
show specific circumstances or acts by the taxpayers that 
would make collection of the taxes, when due, ineffective. 
Instead, the districts generally terminated the tax years 
on the basis that the taxpayer's illegal narcotics involve- 
ment constituted a "priina facie" case in which termination 
assessments should be made (IUM 4585.3). 

However, IKM 4585.3 specifically requires that "prima 
facie" tax year terminations for taxpayers arrested on 
charges of possession and/or sale of narcotics should be 
suppported by documented information to establish a factual 
foundation to show that subsequent collection of the taxes, 
not yet due, was in jeopardy, and that the termination 
actions were within the statutory provisions of IRC Section 
6851. 
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Operating personnel stated that assessments must 
be made immediately in order to prevent the taxpayers 
from assigning their liquid assets to attorneys or other 
persons with the effect of placing them beyond the reach 
of the Service and that it is generally not possible to 
obtain specific factual documentation in the time avail- 
able . 

In the Jacksonville District the review indicates 
that the problem of immediate assignment of assets to 
others lias been circumvented, at least temporarily by 
the immediate issuance of an IRS summons to the arresting 
officers. On receipt of the summons, local police retain 
possession of the taxpayer's "property", including cash, 
for 10 days. While having no legal effect on the ability 
of a narcotics violator to assign away his liquid assets, 
it has been effective in preventing the dissipation of 
his assets in this manner and has allowed the examining 
agent additional time for case preparation. 

However, a recent review in the Oklahoma City District 
showed that summonses have been used in that district also. 
In May 1973, Regional Counsel interpreted the issuance of a 
summons for this purpose as an improper application of the 
provisions of IRC Section 7602 and recommended discontinu- 
ance of the practice. 

Differences were noted also in the placement of 
responsibility for preparation of termination documents. 

In Los Angeles termination reports are prepared by revenue 
officers in the Offer-in-Compromise Group while in San 
Francisco the reports are prepared by revenue agents in the 
Narcotics Group. 

In the Chicago District the special agent assigned to 
the team will initially be advised of the referral and 
in- turn will contact the revenue agent and revenue officer. 
The revenue agent has the responsibility of preparing all 
documents necessary for a valid assessment upon approval 
of the team leader. The special agent has the prime 
responsibility for the coordination with other agencies 
and the control of any criminal aspects of the case. 
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In the St. Louis District any division may originate 
the recommendation for a termination assessment although 
the Intelligence Division is generally the initial contact 
point for the other law enforcement agencies . 

In the Jacksonville District the revenue agent initi- 
ates the termination action, while in the Columbia District 
the special agent has primary responsibility. 

In four districts in the Central Region the use of 
termination assessments has been restricted because of a 
recent decision by the 6th Circuit Court of Appeals requir- 
ing issuance of statutory notices of deficiency. 

Instructions in the North-Atlantic Region require 
that Regional Counsel be consulted in each case where a 
tax year termination assessment is being considered. 



Examination Procedures - Short Year Terminations 



The burden is on the Service to prove the existence of 
taxable income in termination actions. However, we found 
that generally these assessments were based on income esti- 
mated by a variety of methods which have for the most part 
proven ineffective in factually determining taxable income. 
The following assumptions were usually necessary in the 
income determinations : that income was earned during the 

period terminated; that funds on hand or used to purchase 
the drugs were from taxable sources; and that the funds 
were taxable to the individual in possession of the cash 
and/or narcotics. 

In the Los Angeles and San Francisco Districts compu- 
tations of taxable income were based primarily on informa- 
tion provided by law enforcement officers regarding the 
circumstances of the arrest for sale or possession of 
narcotics . 

In 1A of 19 recent termination assessment cases reviewed 
in Los Angeles , the net: worth and expenditures method was 
used in computing taxable income. In A of the 1A cases a 




71 



cost, of living estimate was not included in the income 
computation. In the other 10 cases cost of living 
estimates ranted from $400 to $1,500 per month, but 
the files were not documented with specific facts to 
support the estimates. For 11 of the 14 cases, the 
taxpayers' marital status was not determined. In one 
case, the taxpayer was allowed a deduction for depend- 
ents, but the files in the other 13 cases did not 
establish whether the taxpayers were entitled to 
deductions for dependents . 

The estimated gross sales method was used to com- 
pute termination income in the remaining five cases. 

In four of the five cases the taxpayers were allowed 
deductions from gross sales for the cost of narcotics 
sold. In the other case the taxpayer v;as not allowed 
the deduction. Also, the case files showed that three 
of the. five taxpayers were married; however, the termi- 
nation income was assessed against the taxpayer only 
and was not divided between the taxpayer and spouse in 
accordance with community property provisions. 

In 24 of 26 recent termination assessment cases 
reviewed in the San Francisco District, the net worth 
and expenditures method was used in computing taxable 
income. In these 24 cases, cost of living estimates 
ranged from $500 to $1,500 per month. In 20 of the 24 
cases, the estimates were not supported by specific 
facts or information in the case file. For all 24 
cases, the investigations included a determination of 
the taxpayer's marital status. For the cases where 
the taxpayer was married, the termination income was 
divided in accordance with community property and in- 
come provisions. Also, where it was determined that 
the taxpayers were entitled to deductions for dependents, 
those deductions were allowed. 

In the remaining two cases, termination income was 
computed by the estimated gross sales method. The 
taxpayers were married and the income was divided in 
accordance with community income provisions . The pro- 
jected gross sales wore based on specific admissions by 
the taxpayer . 
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In Chicago the net worth and expenditures method 
was used in computing income in 13 of 18 recent termina- 
tion assessments reviewed . In the 13 cases, cost of 
living estimates ranged from $50.00 per week to $40.00 
a day. Hone of the estimates were supported by specific 
facts in the files. 

In the other five cases the income was computed by 
the estimated gross sales method. In one of the cases, 
estimated sales were based on hearsay evidence from an 
informant. In the other four cases, the assessments 
were based on specific information regarding periods of 
surveillance, "controlled" purchases, and statements 
from informants. 

In 19 of the 25 recent termination assessment cases 
reviewed in the Jacksonville District the computations 
of income were based on a projection of sales over the 
terminated period. In 10 of the 19 cases the files did 
not clearly show the basis for the figures used for 
estimated weekly sales. In most instances, the tax lia- 
bility determined was closely related to the assets 
seized. In this regard, the Group Manager explained 
that in determining the amount to be assessed, the 
amount expected to be realized from proceeds of the 
seizure and sale of taxpayer's assets is taken into con- 
sideration; that making a large assessment based on 
information from informants or police estimates would 
probably leave the Service in an indefensible position 
in Court if the Service could not show that the taxpayer 
had assets to support the income estimates. 

The income in the other six cases was computed on 
either the cost of drugs or cost of habit method and the 
support was considered adequate. 

In the St. Louis District taxable income was computed 
by the estimated gross sales method in two of throe termi- 
nation assessments reviewed . The income computations were 
not supported by documented facts in the case file. The 
income computation in the third case was based on a 
specific income item. In all three cases information that 
the taxpayers were married was not used, and in two cases 
information that the taxpayers had dependents was not used 




The computations of income in the eight cases reviewed in 
the Columbia District were based on a projection of estimated 
sales over the terminated period. However , in two of the 
eight cases, the case files either did not clearly show the 
basis for the estimated weekly sales figures that were used or 
the file did not clearly chow that the length of time the tax- 
payer had been celling narcotics had been established. 

A recent on-lir.e audit report showed that in six of the 
ten most recent termination cases in the Austin District, the 
files did not contain substantiation for one or more state- 
ments made by narcotics experts which were used in computing 
taxable income. In one case the file did not substantiate the 
sales volume of 50 kilos per week or the cost price of $80 per 
kilo. In another case, the file did not substantiate the 
source or basis of the cost price of seized heroin, nor did 
the case file include substantiation for estimated living ex- 
penses of $13 per day. 

Another recent review in Atlanta shov.’ed that the case 
files did not contain prescribed support for the basis used 
in estimating’ receipts from sales of narcotics in 24 of the 
29 cases tested, "o information was shown regarding the 
length of time taxpayer was in the narcotics business and no 
support was shown for the basis used in estimating gross 
sales except that the estimates were those of a narcotics 
expert. In five of the cases the assessments were supported 
by documented facts. 



Examination Procedures - Full Year Tax Returns 



Full year tax returns of narcotics violators previously 
terminated are subject to an audit examination whether the 
taxpayer has voluntarily filed a return or not. If the tax- 
payer has not filed a full year return, substitute for 
return procedures are followed. 

In the Los Angeles District 61 full year 1972 examinations 
(63 terminations) were reviewed. In six cases where the tax- 
payers had filed full year tax returns, the examinations were 
of adequate scope and depth. In five cases, the examinations 
resulted in significant reductions to the short period tax 
liability while the sixth case resulted in no change to the 
short period liability. 
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In the remaining 55 eases substitute for return 
procedures were u:ed. V.'e found that in-depth examination 
procedures were not employed to include: (a) attempts to 

contact taxpayers or other third parties who would have 
knowledge of the taxpayers' income producing activities, 

(b) specific steps to identify changes during the year in 
the taxpayers' net worth by reviewing bank accounts, (c) 
attempts to identify assets acquired or sold, and (d) 
attempts to determine the taxpayers' style of living. The 
examinations primarily relied upon information developed 
by the termination investigation. The full year income 
computations were the same as the termination period 
income computation in 27 cases and were the same as the 
termination period income adjusted for annualization of 
the estimated cost of living rate in three cases. In the 
other 25 cases the full year income computations were more 
or less than the termination period income; however, facts 
to support the changes in income were not fully documented 
in the case file. Nineteen of the 30 examinations where 
the full year income was the same as the termination 
period income involved cases where termination period in- 
come computations were not supported by specific facts. 

In San Francisco 12 full year 1972 examinations were 
reviewed . In four cases, the taxpayers had filed 
full year returns and in the other eight, substitute for 
return procedures were used. We found that in-depth exam- 
ination procedures, to the extent practical, were used in 
all 12 cases. 

The full year examination of 2 4 termination assess- 
ment cases reviewed in the Chicago District resulted in 
recommendations for reductions in the termination tax in 
all 24 cases. It was recommended that assessments 
totaling $910,200 be reduced by $772,500 to $137,700. If 
the cases arc settled on this basis, the taxpayers will 
be due refunds totaling approximately $136,000. 

In the St. Louis District four full year examinations 
had been closed with recommended assessments of $19,727.46. 
Termination assessments lor these cases originally totalled 
$83,190.15. Therefore, full year examinations resulted in 
reductions totaling $63,462.69. 
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The full year examination of 29 termination assessment 
cases reviewed in the Jacksonville District resulted in 
termination assessments totaling $668,250 being reduced by 
$329,406 to $338,844. Most of this difference was attribut- 
able to seven cases. 

In Columbia the full year examination of 12 cases 
resulted in rccommcndn tions to reduce termination tax assess- 
ments from $634,253 to $28,701. 



Contested Cases 



Reviews were conducted in the Kan Francisco, Los Angeles, 
and Jacksonville Districts to determine the Service's exper- 
ience in defending termination assessment cases in court, with 
particular emphasis on reasons for the Service having lost any 
contested cases. 

Reviews of the Regional Counsel General Litigation files 
for Los Angeles and San Francisco District cases disclosed 
that there, have been six contested narcotics cases since 
June 30, 1972. Two cases were in the Los Angeles District 
and four cases were in the San Francisco District. Five of 
these cases were reviewed to determine why the taxpayers had 
initiated litigation to enjoin the Service from assessment or 
collection actions. In these cases Regional Counsel identified 
potential weaknesses in the Service's position as follows: (1) 
termination income and tax computation were not fully supported 
by specific facts (3 cases) ; (2) taxpayer had not received a 
Statutory Notice of Deficiency for the termination assessment 
(1 case) ; and (3) collection action had been initiated before 
the taxpayer could have received the termination letter (1 
case) . 

In two cases the complaints were dismissed by the tax- 
payers based on the Service's agreement to compromise the 
liability. In the third case the taxpayer's suit was dis- 
missed on the basis that the Court lacked jurisdiction to 
enjoin the assessment and collection of Federal taxes. In 
the fourth case the judge continued the case in open status 
with proceedings suspended, pending settlement of appeals on 
similar cases involving issuances of Statutory Notices of 
Deficiency for tax year terminations. The fifth case was - 
closed when the full year examination shifted substantially 
all of the termination income to prior tax year. 




70 



Reviews of 11 contested cases in the Jacksonville District 
disclosed that the Government ' s position had been upheld in 
seven cases, the Government had lost one case in District 
Court, and throe cases were still pending in District Court. In 
the case the Goverr.rr.ent lost, Chief Counsel recommended that the 
Govern!!. ent appeal the decision. In this case, the Government 
was enjoined fro-;! collection of the assessment and was ordered 
to return the moneys seized. The taxpayer had alleged that the 
District: Director's findings were made without sufficient in- 
vestigation to support his conclusions and without any true 
facts to reasonably support the issuance of the termination 
letter; that the District Director had not issued a notice of 
deficiency; and that the termination was made at the request of 
the local law enforcement officials to harass, annoy, and punish 
the taxpayer and was not done in order to protect the revenue 
and collect a tax that seemed to be in jeopardy. The taxpayer 
further alleged that unless the District Director was restrained, 
the taxpayer would be irreparably injured, inconvenienced, and 
damaged and his property would be taken from him in violation of 
due process and equal protection clauses of the Constitution of 
the United States. 

In addition, the St. Louis District forwarded seven termina- 
tion files to Regional Counsel in January 1974 requesting advisory 
opinions as to whether the cases would be upheld in Court if the 
taxpayer protested the assessments. The responses from Regional 
Counsel showed that five of the cases were weak from the stand- 
point of litigation and indicated little probability of success 
should the cases go to trial. 

In the Central Region a decision by the 6th Circuit Court 
of Appeals on February 12, 1974, (Charles R. Rnmbo v. United 
States, ct. al.) held that notices of deficiency must be 
issued within 60 days after making termination assessments 
under Section 6851. However, the Service position is that such 
notices are not required until a full year return has been 
filed. Due to the Rambo decision, Regional Counsel suggested 
that termination assessments be restricted and that jeopardy 
assessments under Section 6861 be used when possible.. Regional 
Counsel also suggested that when termination assessments are 
made that property be protected by filing a notice of lien or 
notice of levy in order to freeze the funds or property rather 
than to seize and sell. 
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Exhibit 9 



Chief, Audit Division 
Chicago, Illinois 

Chief, | Intelligence Division I:1C2 
CUlcs’c.o, Illinois 



request for Cervice3 of Accounting Clerk deleted 



Vo recently attended a public rioting of the Illinois Tax 2'ebellioii 
Cc.-jsittee in an undercover capacity. This organisation advocates non 
crcipliance uith the IAS less, anu v.-o have therefore begun to monitor 
their r-eotings end other related activities. Vo have found that the 
organisation is very suspicious of IKS personnel attending these 
public meetings, and vo believe that if a female vere to accompany 
tho special agent less attention '.could he drawn to him, thereby 
improving his cover. The Intelligence Division in Los Angeles, 
California, nhich successfully infiltrated this organisation in 
California, ccnuented that they vculd have been unable to do this 
vithout the use of female personnel. 

Accounting Claris deleted has assisted the Intelligence 

rivisica in a variety of clerical ansigr-ients in tho past, oral vo 
believe that she '..'ould fca r.n excellent selection to accoripany the 
special agent in the cttenuance of these meetings. Che iis.s indicated 
to ua informally that she would be available to assist iu this 
essigsraent, and vo request your approval. 



Name deleted 




79 



Exhibit 10 

Bt ca rp ^ t f rqt a J97* IBS Internal Audit Report 



2. Activities of j ,’iatioial Office Undercover Operative and the 
*T r i r,~T or a Tar rrot o sU-r * 

This 5 i tun t ion involved notions of a national 
Operative used tc secure infoivintion relative 
tutor rev "rent in the Los Angeles area. The 
him, self into •: position of authority with the 

A osieemort (preparer unknown), secured by Internal Asr.it at die 
notional -Office, Intelligence Division, reported on thr actions 
of the undercover operative wliile in the Los Angeles area. Trie 
do cm .ent notes that, •'Srretino in the latter pars c f 1 j/2>, the 
operative retained information through private di scess i .ms with 
|. tee La/, protester being tried ami two of his associates] relative 
to the criminal litigation on [toe tax protestor]. During those 
discussions, the operative deter:,.; nod that (the t, proto:, cor ] was 
Dei"''! (o hise his defense upon the issue of uni .v :'=j 1 r.iewy. Toe 
era five obtained a copy n,' the brief prepared by the above three 
individuals, for use in a caution to dismiss one of the counts of 
[the fax tre tester's] indictment and accordincly the Intel ! icer.ce 
Division was chip to notify the I'.S. Attorney ami also ho additional 
research in order fer the I'.S. Attorney to properly answer this 
Action. The notion was finally filed in January lu/'i, while' the 
Intelligence Division had this' info relation available to it several 
deaths before the actual filing date." 

The document also noted that, "The undercover operative has supplied 
his contacts with statements relating to intent and future def. •iv.es 
of the fallowing individuals currently or previously under investi- 
gation by the Intelligence- Division [the document lists the above 
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Exhibit ll 

April lo, 1 '-<75 I :15:AV!\:iow 

Deleted 

/\ss i o r ';:i t U. v «. .ii. ‘fy 

I ! (*•(;: ;i i ’'.'l "ii\ . U , S . • 1 <' : i : (: U j t: 

31 /i 1,0. S.:n;i'i S'l-'. : 

Los Am is- It-*; , C.Yi'if iia pvUii’ 

P ?c ’’ None deleted 

!:, rcquoittcl. statistics were ccv’piled relating to Failure to rile 
(26 I'SC 7202) .•!!(• False l:iit..:ol-!im! State.! :iits (?•'« i SC '• ir.vostig lit. 

coa tire ted !/y iee Lor. Angeles District I .R.S. Ir.t n ! lir.:;oc" Division. Tn-j 
f i rjL; ■ s re iToe cl oei j* verv cc. •••tied through j.i cimiv.Is of the '.'."re 
inventories (Tot vs IC4) p:hi other docuwjnts inrim.air.no oy ire* Intel ii . mu 
Division from i v 71 to Liia present. flip invostigsticos , which ray or i -oy 
riot hava culrvinrced in a rucauxanciairion for pirscnicicis . i el ? is to the 
l - J/0 through V,.’/3 tax years. Ir.a ft>l Ir-v.ing is u sviciury of the .«i?lysis: 



Total Fa i i ure to Flic Invest! galicr-r. (7201) 1.0 

lax Proto' iors ?**v'»sl1' , 2t2'J for 1 ’lit! to rile. ( 4 f» 

Percentage of Failure to Hie Investigations ( 72 J?) 

Involving T;.;: P rot': stars 30..; 

Total False Witlv.cl.vhc; State: r:iK-, Invest! g; Hons ( 7200 ) U 

Tax Protesters Invest! gated for false UHhimiuing 

St a tenants (7200) 24 

Percentage of False ’..'ilhholeing Scats iv-ents Investigations 
Involving Tax Pro teste re lOu'i 



lire work papers reflecting the details of the al'ovo sussimy are atti.aiic.d. 

Sincerely, 



-f Na»e. deleted 

Group ’tonr.ee r, croup ! 

Intelligence Division 



Attacliinent: 
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YEAR 




TAX I 


EVOLVE’' 


1972- 


73 


1971 


$ 70.99 






1972 


1 , 3 4 4 . 0 5 


1971- 


-72 


(One count 1971 


193.39 






U-4) 1972 


891.59 


1971 




(One count 1971 

7!-4) 


$ 980.23 


YDATIO'J'j 


AC 


•UMSY SKI.I--PROCL.MME 


:d 


CODE OF 


3; i”* 

19 


SCANT TO INTERNAL 
54, §7203 




YEAR 




TAX Blip. 


GROSS TYCO: 


1970 




$ 523.72 


4 4 Ay-.’ c.c 


1971 




577.92 


9,3.80.09 


1972 




187.19 


9,765.21 


1970 




523 . 73 


8,427. 55 


1971 




577.92 


9.100.09 


1972 




187.20 


9,765.21 


1972 




633.93 


7,062 , £2 


1972 




365,64 


4,676.30 


1973 




3,098.87 


15,961.82 


1972 




960,26 


9, a 7 6. 00 


1973 




1,440.40 


9.601,00 


1971 




ci q o 22 


7,642.61 


1971 




70.99 


1 2 . ; 6 . o ' 


1972 




1,344.05 


ii ’ 28 1! 84 


1971 




193.39 


6,415.80 


1972 




881.59 


6,780.78 


1970 




6,725.39 


47,328.66 


1971 




3,912.37 


75,836.14 


1970 




2,606,50 


67,692 .40 


1971 




75.00 


16,023.17 


1970 




1,987.34 


74,997.04 


1971 




1,748.45 


$27,153.17 
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G40F 



YE/: U 



r ■' 



uecc’"ki;,o, 

hot 

the or 04;; 

EUAET TO 
G 7203 



19/1. 
19 71 


? G. 

9' 2.40 


f / , 74 7 . 2 8 


'.TIOHO AC' 
02 ]JET,1?;V 
I ZED TAX j* 


r;;5T P: TSOTP \y> ■ 

}.:) TO ; ci/'" 

■;VK;n)0 f - i v i 


•( - 


YEAR 


TAX DOC 


guo;.;.« i :tco: 


1970 


9 693,49 


$21 , 564.09 


1970 

1971 


13,412,49 
2 j 369 . to 


45, >30.00 
17,026.37 


1970 


2,097.74 


23,141.52 


1970 


413.40 


17, 2 9 9.c 8 


1970 

1971 
19 72 


Koi: Coi’v-'t'/jc.d 

* 1! 

tr tt 


34.227 41 
31 i 930.3,1 
33,129.13 


1970 


li ot: Conputed 


28,922,59 


1970 

1971 

1972 


964.63 
2 , 362 . 94 
1,473.67 


12,028.15 

19,266.74 

15,124.68 


1970 

1971 


1,173.00 

242.00 


7.441.00 

3.303.00 


1970 

1971 


2,414.46 

2,525.91 


19.556.86 

18,933.82 


1971 


3,967.18 


18,578.43 


1970 

1971 


10,617.96 

9,237.04 


34,698.89 

34,946.52 


1970 

1971 


1,640.60 

385.58 


12,257.36 

9,349.50 


1970 

1971 


119.00 

707.82 


4.050.00 

7,769.75 


1971 

1972 


1.013.85 
617.84 < 


6,897.06 

5,141.04 
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CAS)-; 
OF K 
CA.L.L 
MADE 
AI5D 



CASH 



c uiWFRXEn to the def. 
kgwe-l cu.'.:: .... IWL 
i-osFTA, v;::;;:. ■: i :: hegoe: 
to wtew; y, 
720 j, FOX THE TEAKS i 



SAX” ; CE. LOS /.EOLaLO 
-V r j ■' r;.'i FOX 1 LOSE GDI lCX TELE 

: qi_19:)4_. § 5 7 2 0 J 

TeAuEGT . . 



HKCC'A'G'HD.VriCFS l’Ur.SU.V'.T TO IFTEi 1 '; 
p.FV!;; '[. •; C(0" t*F 19 ' . 57203, (.Ai.L 
C/L>:.S j. EVOLVE i.AE TAL'lEWiE-X^) 



YEAR 


TAa. t.p 


70 WEI) 


19/2 (Oao count; W 
(’Tv.’o cf. uiitr. 

19 72 


-43 1971 

V.’-AE) 

1971 


$ 313.00 

3,123.93 


1972 


1971 


1,308.85 


1972 


1971 


1,989.66 


1972 


1971 


2. , 871 . Cl 


1972 


1971 


1,706.00 


1972 


1971 


1 , 706 . 00 


1972 


1971 


1.972.00 


1972 


1971 


521.85 


1972-73 


1971 

1972 


1,678.00 
13 o record 


1972-73 


1971 

1972 


577.92 

187,19 


1972-73 


1971 

3.972 


577.52 

187.19 


1972-73 


1971 

1972 


394.31. 

633.95 


1973 


1972 


365.04 


1972-73 


19 il 

1972 

1973 


( 78.5 

960.2!! 
i , A 3 .60 
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Exhibit 12 

IGRU DATA 



District 



Number of Entities 
(Names) 

1-15-75 



Intelligence Division 
Investigations Initiated 
7-1-73 thru 12-31-74 



Augusta 


955 


i 


Portsmouth 


961 


1 


Burlington 


574 


5 


Boston 


« ' 1421 


4 


Providence 


3511 




Hartf or.d 


298 


2 


Brooklyn 


8561 


20 


Manhattan 


8918 


27 


Albany 


1684 




Buffalo 


278 


45 


Newark 


6720 


12 


Philrd- Khin 


6218 


6 


Pit r.cbu rgh 


3773 


5 


Cincinnati 


14996 


7 


Cleveland 


29431 




Ind i til -.a j-. o 1 i y 


4403 


6 


Chicago 


89417 


4 


Spring iv-lci 


5907 




Dot VO i.C 


33489 


28 


Milwaukee 


6626 




Des Mointu 


2680 


3 


Wichita 


4539 




Wilmington 


225 




}jj j t i.'va c 


872 




Riclroi:J 


460 




Parkin ui urg 


1404 




Greensboro 


1072 


1 


Colur.ib la 


26 




Atlanta 


2867 


8 


Jacksonvi] lo 


17224 


51 


Louisville 


4788 




Nashville 


552 


5 


Birmingham 


3414 


2 


Little Rock 


1420 


1 


New Orleans 


1298 




Oklahoma City 


6654 


1 


Austin 


8868 


3 


Dallas 


4407 


3 


Denver 


33921 




Albuquerque 


3768 


5 


Phoenix 


8944 


9 


Reno 


18118 


7 


Portland 


15062 


28 


San Francisco 


8997 


5 


Los Angeles 


85387 


45 


TOTAL 


465108 


350 
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10 

from: 

subject. 



Exhibit 13 



m 



August 2k, 1971 



District Directors 
Midwest Region 

ATTENTION: Chief, Intelligence Division 

ARC-Inte 1 i igence 
Midwest Region 



Operation Mercury 



Transmitted herewith for your information and utilization are detailed 
listings with respect to the captioned subject. I also am forwarding 
to you a copy of a letter dated August 11, 1971, received from Acting 
Director, Intelligence, regarding the listings. 



Attacliment 



Name deleted 



vi r: ri 

u 



VED 



INT f U- 
ll\o • 



• i v.V^'ON 

'il. LOOIS, MO. 




ss 



m 



V&A' 

m&iiin<a>r^in(c!!unni 



to: Rogional Commissioner, Midwest Region 
Attn: ARC -Intelligence 

from: Intelligence Division 

Washington, D. C. CPsIsP 






vv 



TgtV 



subject: Operation Mercury 



As you will recall, the National Office requested each region to 
make arrangements for transcribing six rolls of microfilm which con- 
tained information relative to the transmission of money orders, in 
excess of $1000, during the year 1966. This phase of the operation 
was completed and punch cards were prepared from the transcription 
sheets . 

The enclosed listings were processed. The information is arranged 
by state, and payee names are in alpha order by city. The data 
elements are: payee, to city, state, sender or purchaser, from city, 

state, amount, date, and reel number. 

The source of this information is confidential. Tho documents 
were made available ~to us wi tir"tlio~"\m3er standing " that _bgfo.ro_.we used 
"them for 'investigative^ purposes "Western Union would i)o served with a 
“summons," in 'usual form) describing tho fdo’c^entsfnc eded . " Thip^PX-O." 
ceduro must bn followed and i s_ ref or one ed_ in! londbook 3 oc tion 233 .9 . 

We are mailing the microfilm for tho year 1966 to tho Chief at St. Paul, 
Minnesota. 

Wo realise that tho statute for the year 1966 will soon expiro and 
that the tax year is closed for civil purposes. Therefore, the Chiefs 
should mako overy effort to utilise thi3 information in such a fashion 
as to achieve maximum benefits. We suggest that this information be 
matched against opon caso files, and those narcos showing substantial 
activity should be matched against background filo3. 

The otriko force representatives should bo alerted, to tho fact 
that thio_ information is . available, iu^tli^distric^til' ” 



Deleted 

Acting Diroctoi 



Attachments 



8'J 



Exhibit 14 



Bovcmber 5, 1970 

All District Directors 900 
Southeast Region 

AEC (Intelligence) I 
Southeast Regional Office 



Operation Bird Dog 



Attached is a copy of a memorandum to the Director* Intelligence 
Division, dated this date* which is self-explanatory. 

The list of expensive automobiles from your state observed in 
Atlanta during the recent prize fight is also attached for your 
use as leads to possible income tax violations. 



Deleted 



Acting 

Attachments 

DD -Atlanta 
DD-B lrmingham 
£&U?oixxni>ta 
DD-Creensboro 
DD -Jacks on 
DD -Jacksonville 
DD-Saahville 
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November 5, 1970 

Director, Intelligence Division CP:X 
National Office 

ARC (Intelligence) I 
Southeast Regional Office 



Operation Bird Dog 



The Roaring 20* s returned to Atlanta, Georgia, on October 24.-28, 
1970. People came in sleek limousines, customized automobiles, 
oink and flamboyant dress for the Mohammad All-Jerry Quary fight 
on Monday night, October 26. The styles of the 20 ’ s prevailed 
with males challenging the females for the extreme in dress and 
the brilliance of colors, wearing wide brimmed bats, double- 
breasted jackets, two-piece suits with coats to the knees and 
some with full length mink coats. 

After observing expensive custom built automobiles at the RegGncy 
Hyatt House, Atlanta's swankiest hotel, arrangements were made 
for the Atlanta District to conduct some old-fashioned bird 
dogging; that is, the taking of license nuv.bevs of the most expen- 
sive looking automobiles. The agents reported that the wearing 
apparel and the automobiles were iVai£*stic with many of. l.hc 
automobiles in the $20,000 to $25,000 cost range. 

Attached are lit*ts by states (other than Southeast Region) of 
the more expensive automobiles, with their respective license 
numbers, that were in Atlanta for this occasion. The list was 
compiled from automobiles observed at the better hotels and 
motels where fight fans were lodging and in and around the 
Municipal Auditorium, the site of the fight. 

Also attacked are seven copies each of three newspaper articles 
relative to a robbery of after-fight partygoers. Written invita- 
tions were sent out to a large number of persons for the after- 
fighc party at the home of Name deleted 8 local, 

racketeer who has been engaged in the numbers racket. It is 
reported that guests were robbed of from $100,000 to $200,000 
in currency. Jewelry and clothing. It should be noted, however, 
that only the following six of the victims were willing to give 
their names and file complaints with the Atlanta Police Department 
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Director, Intelligence Division CP:I 

Name deleted 

^New York City, H.Y. 

Name deleted 

New York City, N.Y. 

Name deleted 

' New York City Detective 
Be said he lost $485 in cash, a $175 watch, a 
$5,600 solitary diamond ring and his police 
badga, number 359. 

Name deleted 

"Atlanta, Georgia 

They lost about $1,000 in cash and Jewelry. 

Name deleted 

Cleveland, Ohio 

He said he lost $3,250 in cash and Jewelry. 

Name deleted 
Atlanta, Georgia 
Be was stripped of $348. 

The police reported that several of the nation's top racketeers 
were among the victims of the holdup and that it was felt that 
these racketeers would be out searching for the robbers also. 

This information is being furnished you for possible distribution 
to the other regions, or whatever disposition you deem appropriate. 



Name deleted 

Acting 



Attachments 



JEM/cj 
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nn&nrscf'rsinaji 



T3 



to: Regional Commissioner, Midv:est Region \ 7 

Attention: ARC -Intelligence 

from: Director, Intelligence Division 
Washington, D. C. CP: 1:0 



subject: Birddogging Operation 



Involving: Muhammad Ali -Jerry Quarry Fight 



Attached is a copy of a memorandum dated November 5 , 1970, from 
Deleted Acting, ARC -I, Southeast Region, together with the 

newspaper clippings and lists of automobile license numbers referred 
to therei n . 

This information is forwarded for such action you deem appro- 
priate . 

Please advise us what disposition was made of this referral or 
results obtained iron any investigation. 



Attachments 



f/~'7 



9 - 7 " 









t , 





K. Lund 




received 



■■.IN I aLIGENCE DIVISION 
It'S - ST. LOUIS, MO. / 




I 
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FORM 1937-A (4-59) (CAAQON ATT ACHEO VERSION OF FORM »37) 



November 8, 1971 

Regional Coreniosioner, Midwest Region 
Attention: ARC-Intelligence 

Chief, Intelligence Division 
St. Louis District 



Operation Bird Dog 

Involving: LUHAMMAD ALI - JERRY QUARRY Fight 
FINAL REPORT 



Reference io redo to your lEcmoraniun: dated November 17, 1970 'dth 
etto client of r truer and vn dated Lovtenber 5 , 19?0 of the Director, 
Intelligence Division, to v/iiich was attached a sheet listing five 
Missouri license number 3 noted on expensive eutor-obiles at the 
ALI-QUAKRY fight in Atlanta, Georgia on October 26, 1970. 

Inquii'y regarding the identity of the individuals that were cited 
in i.y Status Report of K?rch 5 , 1971 resulted iji the requisition 
of their 196s end 1969 incor.s tax returns. The investigation re- 
vealed that the parties reported sufficient inr.onvs to warrant 
their trips to AW’-ntn, and airy indicated that thr.i r occr rations 
were euch that their trips were noro likely to be of a business 
rather than of a personal nature. 

The returns of these individuals, with the exception of 

Deleted have been returned to tho Midwest Service 

Center. It io believed tVtSt the resent returns of hr. Deleted 
a prefers icnr.l v.Tcrtler , warrant forward 3 ng to the Audit Division 
for possible examination in that tiicir inspection indicated inad- 
equate taxable in cone. 



Name deleted 



Distribution: 

Orig. & 1 cc: ARC-I, Midwest Region 
1 cc: St. Louis Files 



60-877 0 - 76 -7 
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Exhibit 15 

FORM 1 937- A (A- 59) (CARBON ATTACHED VERSION Or F CRM 1937) 



QP^KCrrjro^ 2rRC>^oG* 



Octobor 1, 1971 DIR:STL:I-3 - Ttf:em 

Springfield Folic o Department 
Springfield . Missouri 6 5 SC 4 



P.0 

Springfield, Missouri 651*04 



In connection v/ith an official investigation, it in r core 3 ted 
that you check your record;; . to determine. if tlv> cbovu-naiaed 
individual has had any arrests by your department. 

A self -addressed envelops requiring no postage is enclosed 
for your convenience. 

Thanlc ycu for your cooperation. 



Name deleted 

Specie! 
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O ?€ R 'll} Police Heodquorters 

’ 321 Eost Chestnut E x pre s swq / 

Springfield, Missouri 65802 
Phone 862-3551 



October 11, 1971 



Special A sent ^ Deleted 
Int ell: pence Div; r-i c n 
Internal Revenue Service 
P . C . Box 15/6, Central it -a it c n 
5t . Louis , 1 \ so our- 631 r 'o 



Dear Sir: 



In reply to ycur letter requesting ir.fcrna L:\cn or. one 

please by aCv: se:\ that in checking our "tics :uvi the Biles 
cf the Creone County Sheriff’s Office, v;e •./ere unable t:> fir..; a 






Name deleted 



Name deleted 

Let cct : ve 

] dent if e a ( "or. S .5. vl s c: r. 
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Exhibit 16 

Examples of Bi-Weekly Reports of Special Service Staff 

Ho.' 1 ■ :r .1, ' 7 

/..esi.atant Cc-l.ua&io:v.T (Co..’.jlianco) 

IV.ul II. Uri"ht. 



lU-.’jcUy roj-ort - i.V.vabvr 15 -^$, 1769 
I. Ci'iicdO." iticnp and Individuals 



Three Organizations 
Deleted 

hevlrj ‘res redo o.C files cn Me;; j oivyiii.'.'.uliGna in c.ocold- 
..j'.co with procedure fee: u.lisjd ia tl» Crc-wiituticn 

Branch, Teclnicol, - (O-P, Lev. 23, 1969) . Under this pro- 
cedure, the ccrcuitee is £ iv-.n an opportunity to ace all open 
Technical c.-.co filea jwrlainin;; to activist orjjuuizalicrta, 

Thio roiv-lta wituslly suvantv-.'jccua initial infer: ’..lien 
Ciclitrc-'O wherever exorspt ore -id nation adieus .are ponding 
on any entity where ccarlttoo file data lias lean aceiu-uldcd. 



Three Organizations 
Deleted 



Through liaison established with United States Air Forca 
Intolljrcnco tho cott-iittco lava received information tint thcaa 
crranir.atic.aa uro soliciting funds to holp draft col lea in 
Canada and Sweden, Fnrr.la e.ro bcirg rcrjuoetod to give fimnoifl 
aar.lctarco to draft c-r.-.Je ra already in those countries and by 
bulletins being distributed in euuntily c a college carpuaca in 
tho United States, student a arc being encouraged to bacons 
draft evadors. 




A black militant organization and leader deleted 



To.\"!-,crv3 Oiccassiona vcro bold •. : J.t r. of 

P.\n Fr .r.o.Voro District i’i'lativo to .--.oil one <•;; 

t cr:l . po cutllr.-d .in A/0 Co.'.”iltto-3 recovr :i. -lo- 

tions oi‘ October 

Names of a husband and wife deleted 

Coyles of Cvusitiva ccso rs; orto bom received 
.bi.llcvitiiy Audit end Collection Divisions cci.iora r.ro v.rjda 
u>.y to effect un orderly tlicjicsiticn of il. j cststrirdiinj 
deficiency -in. fodcinl tnxea oi;od by fcbu 1 [deleted by SSCI] 
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t Co: . • ’ ” ;■ xo; i jv cr : r .1, / ■ - 7 . < 

Other Orm nisatlcna 

Three Organizations deleted 

rrsliair.H'y revive l-ta boon iitds of . '.'-.-3 
; c c r.v i l; 1 d to date. Oil the oui\iaC3 j.t c.i'i V. J each 

ovc .!vV.-:.tioa should be closely c::a:>ir.rt, l.ov:svjr 
r.dditic:v\l infor.sz.ticn will bo necoofv.xy before rsccmand 
tiona Cin bo rzidc. ' 
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(C ;- .- -i ' 



Ct : bssjoner 
-nv,) 






.1, IVo9 



ill, Cyj c i'. A c fc 1;' pa 



Tn rcsr.cnso to your cv'MorfcJ o to diivc.gfcJ.y'Ao 
the p&nplMilty of a counter ircy...r.i to cj'.-iuro 
in ft r-iticn m t-hcs-j iirJ.lvi'.V.’-’lo end cr~u5.t r-.tJ.-.-.ia 
th-.t rro of Interest to Ccr^-Ur.ncs, visits i:;vo ndo 
to offices of tho W, 5 . Docr-.t Sorv.tc.3 rrd Bejo.rt- 
r.rr.t of Ji.iofc5.c9, Ezell cf these pgcnclv-J ho.s a 
Cf.’yutcr iro"tt'.n ar.d a meter taps fiio that is cc:i- 
iv'.iiblo with tho cc.-putera of .Tntcrml Eoyc-nuo, 
Action la presently being taken to havo a pre-gran 
written for use by Cauplianco end to sccuro tho 
raster taps files of tho U» 8, Caere t 5oi-v5.ee cud 
Ccpartv.i;i.t of Just tea that will civa to osh.sbllsh 
a fca.iic filo for Internal IVavcsaio Carvics, 



Dl.-jfcriet office inferrable:! is r.'.'.i being received 
ca tho list of Z2 or;;.i;jifa tiers eutliu :i in your 
i.-.'.r.oranduji of 10/f/6y to r.11 nrg.Ur.il C craio a loners . 
Data boil!" rsc-Jivod Jo .in ccyvrh :;>aivo detail a>rl in 
nearly evoty Instanco (■: Vi it tor el oi-o.uij.rr-t leu nanoo 
(u-o being oubaitted no being rslcvtmt to tin a 
ccne.lttoo's opcraticirj, ?olajhc;'.o discussions with 
District officials vef;-r-vucs t.h.o list of orcnnis-vtJ-cr.s 
and to t.l-.ooo casco already initiated by tho ccralttss 
reveal that field offices are voiy pleased this 
ccissittco la in exiutwico, 

i'lioro appears to bo high aocla.lia that tho clui-lor 
of this co'-r'.it,tco u.Oi lead to enforce: ant actlono 
needed to loin control tn insidious threat to tho 
internal security of this ccv/.aUy, Obviously v.-j ’.fill 
rccoivo excellent field c cops re. tie n and acsictar.co 
now tint our rdooion 5.o understood. 



foul H, bright 



l’H.lright :crn 12-1-69 
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J'ovcr'.boi' 2 , 19/0 

Assistant Corr.il ssloncr (Compliance) 



Paul U. Wright ' • 

Bi-Weekly P-epor c (Odt. 19-30, 1970) 

I . Organizations and Individuals 

Black Militant Organization deleted 

Duvin" this reporting period a member of the 
Special Service Croup visited the office of the Chief 
Investigator of the House Internal Security Committee 
to inspect deleted records. The committee had 

subpoened various bank records in the San Francisco 
area. Arrangements have been ne.de to reproduce cer- 
tain parts of the records end vc vj.ll forvard them 
to the Sen Francisco District for assistance to the 
.revenue agent and special n.-.ent assigned to the 
and eases. 



Twa Organizations deleted 



We have obtained additional lufonaat ion on 
both these organizations since ve initiated field 
examinations. 

The revenue agent (Fashing Lon Field Office) 
handling the examinations vas contacted and he has 
revieved, at our suggestion, the voluminous informa- 
tion now in our files, lie states our additional 
file data vill materially assist him in both those 
examinations. ' . 
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(Co: ' ) 



Organization deleted 

iho.tccopies o £ ” a r ‘ co s coo 5 or. cc tr:; rcivves : ■ 1 col 
by i ci.bcrs I coco been received .. . 1 1 . : 1 a g 

rev j reed at this tire to dctr i, t;:u if field actions 
i":/ 1'C ' v / re ’ilc'i! .. I hotueori.’ efi of gi f t 1 a. iyIv.ves 
filed by certain syiYpttthiixro arc also being 
revi coed ' 



TV) Individuals deleted 

To], ephone contacts vote re: do vi til the Los 
Angeles end Eotroit Districts to nssi rt in closing 
there cates previously initiated by the f pedal Service 
Croup . 

Leftist Individual deleted 




A thorough file vcvici; vac cco plctod but ire 
'..ore unable to dctomlna cry leek of compliance vith 
Internal revenue levs in thl’s'cebe . 



1 1 . Ot her Or; ; . oil: - of en; a nd I..djy CVels 

Five individual case files (bo: J dcs ) 

’.ere closed as having no revenue potential'.- , a .. t .• . 

III! Other Actions ' ‘ 




Two Individuals and One Organization deleted 



The Detroit District Ins : v.br;! tted a. re: :orandun 
resort stating tlicy have rev loved the infon.u-.tlon sub- 
mitted to then in cur proposal for possible Audit 
action, but have concluded that enforcement action trill 
mi not result in additional tea: liability of ''materiel 
\ , compliance ccnsepucn.ee Inis is one of the very few 

'■VV".'a >' 
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J : ; •: at . ' sri civr.r 

declinations ve have received on Special Service Group 
eases . 

Sc ore nut guestionirg the C • r Lr let decision or its 
right to n->!:c the decision, os our refer j al letters 
(tea cop/ attached) leave brood option. IIo’.:cvcr, the 
informtion available indicates the individuals in- 
volved may be under- reporting their incore axid they 
are notorious campus and anti-draft activists lio.vino- 
arrest records under anti-riot laus. They are the 
principal officers in the • deleted 
an offshoot of the Students for Democratic Society, 
and have been identified as members of certain Ccstv.unlst 
front organizations. 

This matter is cited in this report only for the 
purpose of suggesting that vinle revenue potential might 
not be large in seme cases, there are instances there 
enforcement against flagrant leu.' violators trould have 
some salutary effect in this over-all battle against 
persons bent on destruction of this government. 



(S«£cc«IJ PaaJ II. >y(f£ht 
Paul Il.'UrljJht 

Attachment ( our standard letter to Audit or Collection) 
PIlWright : ern 11-2-70 
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Exhibit 17 

FEDERAL AGENCY REQUESTS FOR TAX INFORMATION 
CY 74 



Inc*. me Tax Information Requested by Federal Agencies 
Which was Authorized Under 26 CFR 301.6103(a)-! 



Federal Aqency 


No. of 
Requests 


NO. Of 
Taxpayers 


No. of 
Returns 


Department of Agriculture 


4 


14 


48 


Bureau of Alcohol, Tobacco 
and Firearms 


1 


2 


’ 2 


Department of Commerce 


■V' 2 ' 


7 


13 


Comptroller of the 
Currency 


1 


2 


2 


U. S. Customs Service 


1 


3 


12 


Federal Deposit Insurance 
Corporation 


2 


14 


16 


Federal Home Loan Bank Board 


5 ' 


- , - 50 


178 


Comptroller General (GAO) 


. . . 3 "- • 


1,406 


1,406 * 


interstate Commerce 
Commission 


2 ' 


;• ; 9 


45 


Department of Justice 

(other than U.S. Attorneys) 


384 


3,228 


10,446 


United States Attorneys 


1,594 


4,448 ■ 


18,062 


Department of Labor 


1 


2 


6 


Securities and Exchange 
Commission 


19 


95 


389 


Renegotiation Board 


1 


11 


21 


TOTALS 


2,020 


9,291 


30,646 



* Returns of 710 taxpayers were not furnished but selected 
information was extracted from the returns by IRS and 
furnished to GAO. 
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Appendix 

Questions by Senator Goldwater to Commissioner Alexander Concerning 
IRS Activities, and Commissioner Alexander’s Responses 

Question 1. (a) Out of 81 million tax returns that were filed in 1974, about 
69 million, or 85 percent, were furnished to tax authorities in 38 States under 
an Internal Revenue Treaty arrangement. What is the nature of the treaty? 

( 6 ) What safeguards, if any, are provided ? 

(c) What prevents States from distributing personal tax information to 
lawyers, bankers, credit agencies or any one else? 

Response, (a) Under authority of section 6103(b) of the Internal Revenue 
Code, and under arrangements worked out between the Internal Revenue Serv- 
ice and the National Association of Tax Administrators, the Service makes 
available, each year, a selected list of data elements in magnetic tape mode 
taken from our Individual Master File (IMF). These data show taxpayer 
identity and certain income and tax information for individuals filing Federal 
individual income tax returns. Our Federal-State Agreements on Coordination 
of Tax Administration provide a means for formalizing the efforts of the Service 
and the States to continue their cooperative programs and to enter into additional 
arrangements for improving the administration and enforcement of tax laws 
of each respective jurisdiction. A copy of one of our recent agreements, with 
the State of Ohio, is attached (Attachment 1. See page 106.) 

(6) Each year, when notices are sent out to the States informing them of the 
current year program for tape extracts from our IMF, copies of the Service's 
Publication 664. Federal-State Exchange Program, containing a detailed listing 
of the participating States' data usage responsibilities, and a reminder of the 
penalties for unauthorized disclosure of Federal tax return information, are 
also furnished. (Copies of this publication are available as IRS Publication 664.) 
Additionally, our Federal-State agreements contain similar provisions for safe- 
guarding Federal tax return information. 

(c) State employees are subject to the same penalties, under section 7213(a) 
of the Internal Revenue Code, for unauthorized disclosures of Federal tax 
return information as are Federal employees. These penalties provide, upon con- 
viction, for a fine of not more than $1,000 or imprisonment of not more than 1 
year, or both, together with the costs of prosecution. State tax personnel using 
Federal tax return information furnished them on magnetic tape are reminded 
of these penalties in the aforementioned Publication 664. 

Question 2. Why was it necessary to suspend operation of the Information 
Gathering and Retrieval System earlier this year? What changes were made? 

Response. These information gathering activities were suspended by telegram 
on January 22, 1975. These activities were suspended to allow a review of our 
procedures when it was alleged that some employees were collecting and retain- 
ing non -tax-related items. 

After a review of our procedures. I issued new guidelines for information 
gathering in Manual Supplement 39G-152 on June 23. 1975. This document is 
available to the public. The new guidelines were issued to afford clearer defini- 
tion of tax related data. They also require management involvement through 
prior authorization in writing before an agent can gather or retain information. 
The new procedures also require stringent review of information gathering 
activities. A copy of the new guidelines is attached (Attachment 2. See page 116.) 

Question 3. What is your electronic surveillance program in which telephone 
calls are monitored? 

Response. The Service has a program for taxpayer assistance in which tele- 
phone calls are occasionally monitored by a supervisor or designated Taxpayer 
Service Representative to see if correct answers are being given in a courteous 
manner. However, “electronic surveillance” would not be an appropriate term to 
describe this program. When monitoring taxpayer assistance calls, the identity 
of the taxpayer is not even known unless he volunteers it, or unless the question 
is so complicated that it cannot be answered without some research. In the 
latter situation, it is more practical for IRS to call the taxpayer back when the 
answer has been found, so we would ask for the taxpayer’s name and phone 
number in such cases. 

Except in a call-back situation, no notes of the conversation are held, and in 
no case are conversations recorded in any way. Since the purpose of the moni- 
toring is to oversee the quality of the answers and the manner in which our em- 
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ployees deal with the public, a specific instance of monitoring is done without the 
employee’s knowledge, even though all employees who serve in the taxpayer as- 
sistance program understand that the monitoring occurs as a regular practice. 

So that taxpayers are aware that telephone calls in taxpayer service offices are 
monitored, we have highlighted the following statement on the front page of 
the tax package sent out to all taxpayers at filing time: “To help us provide cour- 
teous responses and accurate information, IRS supervisors occasionally monitor 
telephone calls. No record is made of the taxpayer's name, address, or social se- 
curity number except where, at the taxpayer's request, a followup telephone call 
must be made.” 

As a matter of Service policy, the use of electronic devices to intercept tele- 
phone conversations without the consent of at least one of the parties to the 
conversation, frequently referred to as “wiretapping,” is absolutely prohibited. 
In our investigations of suspected illegal activity, we do on occasions use the 
legally permissable technique of intercepting telephone conversations by the use 
of electronic devices if at least one of the parties to the conversation consents. 
Such instances are strictly controlled and require the approval of an IRS official 
designated by the Commissioner. 

Question 4 ■ Was the formal establishment of the Special Service Staff really 
an extension of the checking that was started on the 22 extremists groups in 1961 
and later expanded to include 25 more in 1963? 

Response. Although the Special Service Staff activities were similar in some 
respects to the checking that was started on extremist groups in 1961 and 1963, 
the Special Services Staff was not an extension of the earlier activity. 

As noted in the June 5, 1975 staff report of the investigation of the Special 
Service Staff for the Joint Committee on Internal Revenue Taxation, the exam- 
ination which began in 1961 of the 22 organizations was largely completed in 
1963. The examination which began in 1963 of the 25 organizations was com- 
pleted, for the most part, in 1966. 

In November of 1967, a status report on the cases involving these organizations 
was given to Commissioner Sheldon Cohen. The report noted that the major 
purposes of the study were fulfilled early in 1966. The Joint Committee Report 
says that Commissioner Cohen told of his decision to wind down the project, 
putting such examinations hack into the normal channels, after he became 
Commissioner (January, 1965 to January, 1969). 

The origins of the Special Service Staff were in the summer of 1969. The 
reasons for its creation are accurately discussed in the Joint Committee staff 
report of investigation. 

Question 5. In 1974 more than 8,000 Federal income tax returns were made 
available to other Federal agencies for police work. Did the IRS receive adequate 
assurances that these returns were being used for law enforcement purposes? 
Was there any checking? 

Response. Treasury regulations require that requests for tax information from 
Federal agencies must state the reason for the request, and only if this and all 
other requirements under the regulations are met is authorization granted. Most 
requests contain paragraphs similar to the following: 

“Unless it is determined that such documents should be filed with the Court or 
otherwise used in evidence in such case, access thereto, on a need-to-know basis, 
will be limited to those attorneys or employees who are actively engaged in the 
case. Under no condition will they be made public except to the extent that pub- 
licity necessarily results if they are used in litigation. Persons having access to 
these documents will be cautioned as to the confidentiality of the information 
contained therein and of the penalty provisions of Section 7213 of the Internal 
Revenue Code and Section 1905, Title 18, U.S.C., regarding the unauthorized dis- 
closure of such information.” 

In addition, all our responses contain a paragraph which reminds the re- 
quester that the information is being furnished only for the purpose for which 
it was requested and again reminding them of the penalty provisions of the 
Internal Revenue Code. Although we do not check further to see how the in- 
formation is being used (or have the resources or ability, as a practical matter, 
to do so), it should be noted that all federal employees are subject to the sanc- 
tions contained in the Code (fine up to $1,000 or imprisonment up to one year, 
or both). We also feel it is the responsibility of the agency to ensure that an 
unauthorized disclosure is not made of the information it has received. 
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Attachment l 

Agreement on Coordination of Tax Administration with the State 
of Ohio Provided to the Senate Select Committee by Commissioner 
Alexander 

The State of Ohio and the United States Internal Revenue Service, 

U. S. Department of the Treasury, recognize the mutual benefits to be 
derived through coordination of their tax administration programs to 
secure returns, determine tax liability, and effect collection of taxes; 
and the parties, updating and renewing their agreement of December 23, 

1971 j do hereby agree to continue cooperative programs already established 
and to enter into additional arrangements designed to improve the adminis- 
tration and enforcement of the tax laws of their respective jurisdictions* 
With these objectives, officials of the State, acting under authority- 
vested in or delegated to them to administer State tax laws, and the 
District Director and other appropriate officials of the Internal Revenue 
Service will consult from time to rime regarding their respective enforce- 
ment facilities .and problems, and will establish mutually agreeable pro- 
grams for the exchange of information and assistance. 

• Basis for Instituting Actions — This agreement provides the 
general basis for achieving the stated objectives in the coordination 
of tax administration and the general nature of the actions to be taken 
in accordance with these objectives. Specific arrangements to achieve 
these objectives will be initiated in a manner and at such tiu’.e as is 
mutually agreeable to the appropriate State and Internal Revenue Service 
officials. They shall explore ana adopt mutually acceptable techniques 
and modes of exchange which will be most beneficial to improved tax 
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administration, with least possible interruption to their respective 
operating routines, and with strict adherence to rules, regulations, 
and laws for protecting the confidentiality of tax returns and tax 
return information. To this end, they will seek to attain the maximum 
exchange of data by electronic and mechanical means. 

2. Inspection of Tax Returns — This agreement shall constitute 
the requisite authorization for designated personnel of the Internal 
Revenue Service to inspect all classes of State tax returns. This 
agreement shall also constitute the requisite authorization for desig- 
nated tax personnel of the State to inspect income, estate, gift, 
employment , excise, and all other classes of Federal tax returns 
administered by the Internal Revenue Service (except the return re- 
lating to the occupational tax on coin-operated devices, Subchapter B 
of Chapter 36 )» for the purpose of administering State tax laws or for 
the purpose of furnishing information to local tax officials for use 
in administering local tax laws. 

This authorization shall continue in effect until such time as 
the Commissioner of Internal Revenue, by written notice to the Governor, 
provides that such inspection will be permitted only on the basis of 
periodic applications therefor. The inspection of Federal returns pur- 
suant to this authorization will be for the purpose of administering the 
following State tax laws: personal property tax, franchise tax, income 

tax, estate tax, excise tax and all other State tax laws. 
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As a prerequisite to inspection by State tax personnel of Federal 
returns or receipt of related information, the Governor agrees to furnish 
to the District Directors of Internal Revenue at Cincinnati and Cleveland 
a list showing the names, official titles, and the social security numbers 
of all State tax personnel designated by the Governor to inspect Federal 
tax returns or receive related information. Such list will note whether 
any State tax personnel so designated are limited to the inspection of 
certain classes of Federal tax returns or related information. Additions 
to and deletions from the list will be furnished as they occur. Likewise, 
information concerning Internal Revenue Service personnel designated to 
inspect State tax returns or related information shall be furnished to 
the State in the form and manner requested by the State. 

Federal tax return or taxpayer name and address information may be 
furnished by State tax authorities to tax officials of a political sub- 
division of the State for use in administering the tax laws of such sub- 
division only after the Governor has requested and obtained written 
authorization from the Commissioner of Internal Revenue. Any request 
for such authorization shall state the official titles of the local tax 
officials who will receive the tax return information, shall indicate the 
specific data to be furnished, and shall refer to the local tax laws 
which such officials are charged with administering. Any such authori- 
zation is conditioned on the agreement of the State to furnish to local 
tax officials only such tax return data as is directly pertinent and 
essential to the administration of the local tax laws, to ensure that 
such local officials establish and enforee-adequate safeguards to prevent 
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unauthorized use or disclosure of such information, and to maintain 
a list of the names of the local tax officials to whom the information 
is furnished. 

3. Delinquent Returns and Collection of Taxes -- Under such 
arrangements as may be practicable and feasible, the appropriate State 
and Internal Revenue Service officials will furnish each other infor- 
mation which will assist in locating the whereabouts, sources of income, 
employers, or real and personal property of persons whose tax accounts 
are delinquent. Additionally, they will exchange lists of taxpayers and 
other information relevant to the identification of persons who have 
failed to file tax returns. 

4. Coope rative Audits and Audit Adjustments -- Within the 
framework of available enforcement resources, the appropriate State 
and Internal Revenue Service officials will develop cooperative return 
selection and examination programs with the objective of minimum dupli- 
cate audit effort, increased Federal and State audit coverage and minimum 
taxpayer. contact . They will furnish each other, in accordance with 
mutually agreed schedules and routines, information on audit adjustments 
made by their respective offices, and such other information as will 
assist in determining final tax liability. 

5. Scope of Exchange -- Other information relevant to the adminis- 
tration of State and Federal taxes may be exchanged, if feasible, under 



60-877 0 - 76-8 
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arrangements made by the appropriate State and Federal tax officials. 

Such information may include, but shall not be limited to, lists, mag- 
netic tapes, transcripts or abstracts pertaining to: (a) taxpayer 

identity and address, and tax return and related data; (b) tax refunds 
and rebates; (c) registrations of automobiles, trucks, tractors, and 
other highway motor vehicles; (d) distributors and suppliers of motor 
fuels and special fuels; (e) organizations exempt from taxes under State 
or Federal law and revocation of exempt status; (f) individuals, partner- 
ships, and corporations engaged in a specific type of business or pro- 
fession; (g) incorporations and dissolutions of corporations; (h) valua- 
tions and appraisals of real or personal property; (i) inventories of 
lock boxes of decedents; (j) employers, together with their addresses 
ana identification numbers; (k) data relating to the production, proces- 
sing, and transportation of fossil fuels, minerals, and other natural 
resources; and (l) other data, including information relating to the 
regulation of tax return preparers, which the appropriate State tax and 
Federal tax officials may deem to be useful in tax administration. 

6. Other Cooperative Activities — In addition to the exchange 
of tax information, State and Internal Revenue Service officials will, 
to the extent feasible, extend to each other assistance in other tax 
administration matters. This may include such activities as taxpayer 
assistance, stocking tax forms for the public, training of personnel, 
special statistical studies and compilations of data, development and 
improvement of tax administration systems and procedures, and such other 
activities as may improve tax administration . 
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7. Limitations -- The extent of exchange of tax return and related 
information between the Internal Revenue Service and the State is con- 
ditioned upon similarities in tax structures and rates, statutory 
authority, regulations, administrative procedures, and available 
resources. Differences in the two tax systems will be taken into 
consideration in determining the extent of the exchange. 

All tax information furnished pursuant to this agreement, irre- 
spective of the manner, form or mode, shall be used solely for the 
purpose of tax administration. No person shall disclose any infor- 
mation acquired by him to any person in any manner whatever not provided 
by law. 

Information generally will not be furnished respecting any case 
in which prosecution is pending or is under consideration, but may be 
furnished after the criminal aspects of a case have been finally 
disposed of, irrespective of the method of disposition. 

Because some taxpayers may be unaware that State tax officials 
are authorized under Federal law to obtain Federal tax return infor- 
mation for State or local tax administration purposes, letters to 
taxpayers from the State or its political subdivisions will clearly 
state that such information was obtained pursuant to law. 



State tax officials may not disclose any Federal tax return or 
return information to tax officials of any other State, or to political 
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subdivisions of any State, without written authorization from the 
Commissioner of Internal Revenue. 

8 . Officials to Contact for the Obtaining of Information -- 
Requests by the State for tax return information in magnetic tape mode' 
will be made to the Commissioner of Internal Revenue, attention ACTS :A . 
Requests for physical inspection or copying of Federal tax returns 
showing addresses within the State will be made to the Director, 

Internal Revenue Service Center, 201 West Second Street, Covington, 
Kentucky 41011; requests for inspection and copying of audit abstracts 
and reports pertaining to such returns will be made to the District 
Directors at Cincinnati and Cleveland, who will be responsible for 
making proper arrangements for such inspection. For tax returns 
showing addresses outside the State, the requests will be made by 

the Governor to the Commissioner of Internal Revenue, attention CP:D. 
Requests by Internal Revenue Service personnel for inspection or copying 
of State tax returns and related documents will be made to the Tax 
Commissioner of Ohio. 

9 . Protecting the Confidentiality of Tax Returns -- The State 
of Ohio and the Internal Revenue Service recognize their mutual 
responsibilities to protect the confidentiality of tax return infor- 
mation, as provided by law, and to assure that such information is 
disclosed only to those persons, and for such purposes, as are 
authorized by law. In recognition of these responsibilities, each 
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party to this agreement shall, when requested by the other party, 
review with the other party its safeguard measures to protect the 
confidentiality of tax return information made available to it under 
Federal-State cooperative exchange programs. 

The State or Federal tax officials, as appropriate, having 
custody of tax return data made available to them under this agree- 
ment — whether in hard copy, photocopy, magnetic tape or other form — 
shall take all steps necessary to insure that the safeguard measures 
established for protecting its confidentiality are carried out. These 
measures include establishing and maintaining a secure area or place in 
which the return or return information exchanged shall be stored, re- 
stricting access to the return or return information only to these 
officials and employees having a need for access to such return or 
return information, and providing such other safeguards as are deemed 
necessary or appropriate or as tnay be reasonably requested by the party 
furnishing the information. 

Processing of Federal tax return information on the magnetic 
tape file (including tape reformatting or reproduction, or conversion 
to punch cards or hard copy printout) will be performed only under the 
immediate supervision and control of authorized employees of the State 
tax authority, in a manner which will protect the confidentiality of 
the information on the file. 
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The State agrees that it will destroy copies of Federal returns 
or return information In its possession after they have served their 
purpose. 

The Governor hereby designates the Tax Commissioner of Ohio to 
be responsible for maintaining the safeguards necessary to preserve 
the confidentiality of Federal tax return information in the hands of 
State, and -if applicable, local tax authorities, and for maintaining 
the list of local tax officials to whom information is furnished. 

10. Termination, or Modification, of Agreement -- The provisions 
of this agreement are subject to the provisions of the Internal Revenue 
Code and Regulations, and to the provisions of State statutes and regu- 
lations, and this agreement may be terminated or modified at the 
discretion of the Commissioner or of the Governor on account of 
changes in Federal or State statutes and regulations or whenever in 
the administration of Federal or Scale tax laws that action seems 
appropriate. 

Any unauthorized use or disclosure of tax returns or data therefrom 
furnished pursuant to this agreement, or inadequate procedures for 
safeguarding the confidentiality of such returns or data, also consti- 
tutes grounds for the immediate termination of this agreement and the 
exchange of information thereunder. 





Governor of the State of Ohio 



Signed at 
this /$ 



Commissioner of Internal Revenue 



Signed at Washington, D. C., this 
20th day of March , 1975* 
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Attachment 2 

Internal Revenue Service Manual Supplement 

June 23, 197' Information Gathering Guidelines 



Section 1. Purpose 

.01 This Supplement implements Policy Statement P-1-1 (Approved 6-23-75), attached, 
and provides guidelines for the gathering of information that may be solicited, obtained and 
retained for use by Service personnel as background material prior to the assignment of a case 
for collection, examination or investigation. 



02 These euidelines are not intended to alter In any vay the gathering, solicitation 
and documentation of tax related facts and evidence necessary In developing cases that have 
been assigned for collection of taxes, examination or Investigation of a tax liability. 



Section 2. Background 

.01 Compliance with the tax laws which the Service is authorized and directed to enforce 
cannot be determined solely by reference to the information on returns and documents filed witlj) 
the Service. Therefore, the Service must obtain information from outside sources for the 
effective administration of the tax laws. ( 

.02 Information gathering activities which were suspended by telegram to All Regional 
Commissioners on January 22, 1975 (reissued in the Internal Revenue Manual as Manual Supplement 
91RDD-7 , CR 41RDD-18 and 51RDD-20 and 71RDD-1) and by telegram to All Regional Commissioners, 
District Directors and Service Center Directors on February 7, 1975 (reissued In the Internal 
Revenue Manual as Manual Supplement 93G— 148, CR 42G-323, 45G-223, 5(12)G-22, and 71G-3) may be 
resumed in accordance with the guidelines and definitions set out in this Manual Supplement. 

Section 3. Record Retention and Destruction 



.01 No information documents of any type presently on hand or hereafter acquired in the 
Service concerning Intelligence Information Gathering, Joint Compliance Program, Coordinated 
Compliance Projects and Returns Compliance Program will be destroyed until the Senate Select 
Committee and all other official reviewing bodies complete their investigations of intelligence 
activities carried out by or on behalf of the Federal Government. The suspension of destruc- 
tion procedures does not preclude use of such information for civil or criminal tax adminis- 
tration purposes, provided such use does not include destruction. Instructions concerning 
records disposition will be issued as soon as the investigations are completed. 

.02 District Directors will ensure that documents and information relating to or arising 
from information gathering activities (including projects and programs), whether solicited or 
unsolicited, which are not necessary to the administration of the tax laws and do not indicate 
a violation of a Federal law enforced by another agency will be segregated and placed In a 
separate storage area with access limited to Division Chiefs. To the extent practicable, the 
data should be filed according to taxpayer name. An index of all documents from the dis- 
continued Information Gathering and Retrieval System should be retained. These records may 
be transmitted to the Federal Records Center, or destroyed in accordance with IRM 1(15)59, 
when the Congressional Investigations specified in Section 3.01 are concluded. 

.03 Directly tax related documents (defined in Section 4) remaining after the review 
specified in Section 3.02 shall be maintained in accordance with the provisions of these 
guidelines . 
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Section 4, Definitions 



.01 The term "directly tax related information" means only documents, statements, facts 
and testimony which reasonably relate to or aid in determining the correct tax liability of 
the taxpayer. Noncompliance may be indicated by such information as: 

1 Personal expenditures or investments not commensurate with known income and 

assets ; 

2 Receipt of unreported income; 

3 Overstatement of itemized deductions, business expenses, cost of sales, tax 
credits, etc.; 

4 Improper deduction of capital or personal and living expenses; 

5 Failure to file required returns or pay tax due: 

6 Omission of assets or improper deduction or exclusion of items from estate and 
gift tax returns: 

7 Violations of conditions and requirements relating to tax exempt status of 
organizations ; 



8 Improper operation of a qualified employee plan and trust; or 

9 Other actions substantially similar to 1-8 above. 

.02 The above factors do not stand alone, but should be considered in light of the 
taxpayer's occupation, prior accumulation of wealth and data shown on tax returns and the 
results of prior examinations or investigations. Prudent judgment must be exercised in 
making the decision whether types of information in 4.011-4.019 are directly tax related. 

.03 Documents and data relating to agents' daily activities, time reports and other 
case management and internal management documents are not considered to be background material 
or taxpayer related information and may be retained for management purposes. 

.04 The following definitions of other terms apply to these guidelines: 

1 A "case" is an accumulation of facts concerning a taxpayer, which are segregated 
and associated with the taxpayer's name and evaluated for potential assignment to an employee 
for appropriate action. 

2 An "assigned case" is a case that has been assigned to an employee or group of 
employees for action and that is subject to a requirement for a written report or an entry in 
a log indicating the action taken when the case is completed. 

3 A "case file" is the accumulated notes, documentation and information assembled 
as a result of Service inquiries of and about a taxpayer which contains the taxpayer's name 
or identifying number or symbol assigned to the taxpayer. 

4. An "informant's communication" is a communication from anyone outside the 
Service, written or oral, voluntarily submitted to the Service identifying one or more tax- 
payers and providing some information about the taxpayer. The informant may be anonymous. 
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Section 4 — Contd. 

5 A "project" is a study, survey or canvassing activity involving a limited number 
of taxpayers within such categories as an occupation, an industry, a geographic area or those 
involved in a specific economic activity, undertaken to identify noncompliance with the tax 
laws. 

Section 5. Broad Service Guidelines Governing All Functions (Except Inspection) 

.01 District employees are encouraged to continue to be alert for indications of tax 
noncompliance which come to their attention. Audit, Collection, EP/EO and Intelligence 
employees will report such information as provided in their respective sections of this 
Supplement. All other employees will report such information via memorandum through channels 
to the Chief, Intelligence Staff at the appropriate Service Center. 

.02 Indications of noncompliance identified by Service Center, Regional and National 
Office employees will be forwarded to the Chief, Intelligence Staff at the appropriate 
Service Center. 

.03 Information received by Service employees, which indicates a violation of a Federal 
law enforced by another agency, will be forwarded through channels to the Director, Intelli- 
gence Division, for forwarding subject to disclosure provisions, to the appropriate agency. 
(Reference IRM 9382.4). 

.04 No employee shall maintain background or historical files on taxpayers except 
where such files are an integral part of the case file pertaining to a currently assigned 
case, unless specifically authorized to gather information as provided in Section 8.03. 

.05 Employees assigned to a project involving information gathering must ensure that 
all information received is included within the project files. 

.06 Employees assigned to projects or individual information gathering may obtain 
information from sources outside the Service for purposes of verifying the filing of required 
returns, payment of tax, exempt status, proper reporting of income, deductions or credits, or 
otherwise determining compliance with the tax laws. However, the information obtained must 
be directly tax related and necessary to the administration of the tax laws. (See Sections 
4.01 and 4.02). 

.07 The Information Index System will be used whenever it is necessary to index informa- 
tion. 



.08 Any employee who receives information concerning Service employee misconduct will 
forward the information directly to Inspection. 

.09 Informants' communications will be forwarded to the Chief, Intelligence Division 
for transmittal to the Chief, Intelligence Staff at the appropriate Service Center. The 
informants' communications will be evaluated by appropriate personnel at the Service Centers. 

.10 Informants' communications concerning violations of other Federal laws will be 
forwarded by the Chief, Intelligence Staff, subject to disclosure provisions, to the appro- 
priate agency. 

.11 Information received which i6 not directly tax related and does not indicate a 
violation of other Federal laws will be segregated and stored, as provided in Section 3, for 
disposition when instructions are issued. 
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Section 6. Responsibilities 

.01 Assistant Commissioners will provide for an annual review of each region's informa- 
tion gathering activities as a part of the National Office Review Program (NORP) to ensure 
compliance with Service policy and these guidelines. 

.02 Regional Commiss loners will provide for a review of each district's information 
gathering activities in their semi-annual visitations to the districts to ensure compliance 
with Service policy and these guidelines. 

.03 District Directors are responsible for the approval of all district information 
gathering projects. While the Chief, Intelligence Division may authorize information 
gathering on specific taxpayers outside the scope of projects as and to the extent provided 
in Section 8.03, the District Director shall provide for quarterly reviews of all information 
gathering activities on projects and specific taxpayers, to ensure compliance with Service 
policy and these guidelines. 

.04 Each employee is responsible, in the interest of safeguarding taxpayer privacy, for 
ensuring that information other than that necessary for the administration or enforcement of 
the tax laws is not solicited, indexed or associated with the name or other identifying 
symbol of a taxpayer. (See Section 3.02 for the disposition of any such information 
described therein as may be or may have been received.) 

Section 7. Initiation of Projects to Determine Taxpayer Compliance 

.01 Projects, as defined in Section 4.045, must be authorized in writing by the Assis- 
tant Commissioner, Regional Commissioner or the District Director. Authority to initiate 
projects may not be redelegated. 

.02 Authorizations for projects must state the purposes and define the scope of the 
project. Project activities may include obtaining and analyzing data from sources outside 
the Service, but only information meeting the requirement of Section 4 may be sought, 
obtained, indexed and analyzed. Authorizations must also specify the estimated life of the 
project and specifically state what type of information is to be indexed. 

Section 8. Intelligence Division Procedures 

.01 The Intelligence Information Gathering and Retrieval System (IRM 9390) is dis- 
continued. All districts will utilize the Information Index System, which will be described 
in a separate Manual Transmittal, to file and index directly tax related information. Such 
tax related information now in the discontinued Information Gathering and Retrieval System 
may be retained in district files and indexed only if it relates to a taxpayer included in 
an authorized project or for whom the Chief, Intelligence Division, has authorized 
information gathering. 

.02 Where authorized by an Assistant Commissioner, a Regional Commissioner, or a 
District Director, projects, as defined in Section 4.045, may be initiated for the purpose 
of identifying taxpayers involved in tax evasion or other criminal violations of the Internal 
Revenue Code. The authorization for a project may identify one or more taxpayers at the 
outset for information gathering activity and additional taxpayers may be identified as the 
project progresses. Immediately upon termination of the information gathering phase of the 
project any information not associated with the case file of a taxpayer must be removed from 
the Information Index System and destroyed unless it relates to a taxpayer for whom informa- 
tion gathering has been specifically authorized by the Chief as provided in Section 8.03, 
(Note, however, that Section 3.01 prohibits destruction pending the completion of certain 
inquiries. Information removed will be stored in the district until this suspension is 
released.) 
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Section 8 — Contd. 



.03 In addition to project information gathering, the Chief, Intelligence Division, may 
authorize individual employees to obtain information on a specific taxpayer who is or appears 
to be involved in activities which have tax significance for purposes of making a decision as 
to whether or not to initiate an investigation. This authority may not be redelegated. The 
Chief's authorization must be made in advance of the information gathering activity. Only 
information or data directly related to administration of the tax laws which the Service is 
authorized and directed to enforce will be solicited or indexed, as specified in Sections 4.01 
and 4.02. The Chief, Intelligence Division, may authorize only information gathering activi- 
ties which relate to a taxpayer of interest to that district. The district's interest may be 
the result of the taxpayer filing returns in the district, residing In the district or having 
a principal business or other economic activity in the district. In the event the interest of 
another district becomes apparent, the Chief will coordinate with the other district or 
districts to establish which district has the principal interest. That district will, there- 
after, control information gathered and coordinate information gathering activity relating to 
that taxpayer. 

.04 When the Chief, Intelligence Division, approves the gathering of information re- 
lative to a specific taxpayer (described in Section 8.03) the Information Index System will 
be used to index the information. The authorization of the Chief must be in writing and must 
specify the known or assumed identity of the taxpayer and the reason information gathering 
has been authorized. The written authorization will be Indexed. 

.05 Information gathered pursuant to Section 8.03 will be maintained at the location 
specified by the Chief, Intelligence Division. The information may be maintained in the 
custody of the employee authorized to gather the information. The employee will be respon- 
sible for preparing the necessary forms to enter the authorization and each item of 
information gathered in the index. 



.06 The Chief, Intelligence Division or Assistant Chief will conduct quarterly reviews 
of samples of information gathered and entered into the Information Index System to ensure 
that only directly tax related information is being retained and indexed and that information 
no longer needed by the Service is being removed from the Information Index System to be 
destroyed or retired to the Federal Records Centers. A written record of the quarterly 
reviews will be submitted to the District Director who will review them. 

.07 Information obtained during the course of an assigned project or investigation 
indicating a violation of a Federal law enforced by another agency will be forwarded to the 

Director, Intelligence Division for transmittal to the appropriate agency in accordance with 

the disclosure provisions (Reference IRM 9382.4) and the Privacy Act when effective. 

.08 Information in the Information Index System may not be retained in the System for a 
period longer than six years except that, with the approval of the Chief, Intelligence 

Division, specific information may be retained for a longer period if it has continuing 

material significance to a taxpayer's tax affairs. Information in the System will be removed 
and associated with the taxpayer's case file when a case is assigned. All other information 
removed from the System will either be destroyed, or retired to the Federal Records Center, 
in accordance with the provisions of IRM 1(15)59, Records Control Schedule 207, Intelligence- 
Regional and District offices when the restrictions in Section 3 have been rescinded. 

.09 Intelligence employees who learn of indications of tax noncompliance will report 
information on Form 3949 or, if authorization to gather information is being requested, by 
memorandum, through appropriate management channels, to the Chief, Intelligence Division. 

.10 Special Enforcement files are eliminated. The National Register is discontinued 
and Forms 4860, National Register Input Form, will no longer be prepared. 
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Section 9. Audit Division Procedures 



.01 All Audit employees will be alert for indications of noncompliance with the tax 
laws. They will continue to seek facts and evidence necessary to resolve issues in assigned 
cases and projects; however, care must be taken to ensure that only directly tax related 
information is sought. Employees will not maintain any individual files or background 
information on taxpayers other than project files which they have been specifically 
authorized to maintain by the District Director. 

.02 If potential fraud is discovered relating to a taxpayer upon whom the employee 
has an assigned case, the matter will be referred to the Chief, Intelligence Division on 
Form 2797, Referral Report. 

.03 All other information received which may involve potential fraud and all inform- 
ants' communications received by Audit employees will be recorded on Form 3949 and forwarded 
through channels to the Chief, Intelligence Division. All other directly tax related 
information received by Audit employees will be forwarded with Form 4298, Audit Requisition 
and Information Report, to the Returns Program Manager for processing. Group Managers will 
ensure that only directly tax related information is forwarded. Information indicating a 
violation of a Federal law enforced by another agency will be forwarded through channels to 
the Director, Intelligence Division for transmittal to the appropriate agency subject to 
disclosure provisions. 

.04 All Forms 4298 not selected by the RPM will be batched and sent to the Service 
Center Files Management Unit for association with the returns. All Forms 4298 selected by 
the RPM will be handled as provided in IRM 4175 and will remain with the tax return upon 
disposition by Audit. 

.05 Information received indicating noncompliance by a large number of taxpayers 
should be forwarded through channels to the Chief, Audit Division, and as appropriate, to 
the District Director, the Assistant Regional Commissioner (Audit) or Director, Audit 
Division, for consideration and appropriate action. 

.06 Joint Compliance, Coordinated Compliance and similar programs will continue. 
Projects now in progress will be completed and new projects may be initiated if approved by 
Assistant Commissioners, Regional Commissioners or the District Director. The provisions 
of this Supplement do not change program reporting requirements on retention or indexing of 
information. Care should be exercised to ensure that only directly tax related information 
is sought. 



.07 Information necessary for the determination of comparable sales prices, appro- 
priate intercompany pricing practices, allocation of income and expenses, useful life of 
assets and similar data necessary to sustain Service positions on valuation and costs 
allocation matters may be obtained and retained for use as reference material. Such material 
is to be used by examiners in arriving at timely, fair and reasonable determinations and is 
not to be indexed and associated with the name or other identifying symbol of a taxpayer. 

.08 The historical files used in the Large Case Program are considered a part of the 
case file. 

Section 10. Collection Procedures 

.01 The Collection function will continue on-going activities in the Returns Compli- 
ance Program area. New programs initiated at the National, regional or local levels will 
require the approval of the Assistant Commissioner, Regional Commissioner or District 
Director, respectively. Returns Compliance Programs may involve obtaining lists of tax- 




122 



Section 10 — Contd. 



payers' names and addresses and other general information which identifies groups of tax- 
payers who are probably required to file particular tax returns. Other types of Returns 
Compliance Programs may involve direct contact with individual taxpayers to assure compliance 
with specific filing requirements. Employees will not maintain any individual files or back- 
ground information on taxpayers. 

.02 Only directly tax related information will be obtained in the Returns Compliance 
Program. 



.03 Information gathered for the purpose of generating Returns Compliance Program leads 
is normally retained for a relatively brief period until this purpose has been accomplished, 
and then destroyed as soon as permitted under Section 3.02. 

.04 Returns Compliance leads assigned for field follow up will be considered as 
"assigned cases" and, as such, come under the exclusions in Section 1.02. 

.05 Collection employees who learn of indication of tax noncompliance will report the 
information to Audit or EP/EO on Form 3449, Referral Report. If potential fraud is indi- 
cated, the information will be reported to Intelligence on Form 3949, Intelligence Informa- 
tion Item, unless the referral resulted from an assigned case where Form 3212, Referral 
Report, will be used. Information alleging other offenses against the United States will be 
forwarded through channels to the Director, Intelligence Division. 

.06 Actions that are deemed necessary to verify the current compliance of previously 
delinquent taxpayers or taxpayers for whom the Service believes such verification is neces- 
sary, will be considered delinquency prevention actions. Such actions will be considered 
assigned cases and will be documented as outlined in 4.042. 

Section 11. Employee Plans and Exempt Organizations Procedures 

.01 All EP/EO employees will be alert for indications of noncompliance with the tax 
laws. They will continue to seek facts and evidence necessary to resolve issues in assigned 
cases and projects; however, care must be taken to ensure that only directly related infor- 
mation is sought. Employees will not maintain any files or background information on tax- 
payers or organizations. 

.02 If potential fraud is discovered relating to a taxpayer upon whom the employee has 
an assigned case, the matter will be referred to the Chief, Intelligence Division, on Form 
2797, Referral Report. 

.03 All other information received which may involve potential fraud and all inform- 
ants' communications received by EP/EO employees will be recorded on Form 3949 and forwarded 
through channels to the Chief, Intelligence Division. All other directly tax related infor- 
mation received by EP/EO employees will be forwarded with Form 4298 to the Chief, EP/EO 
Division, for processing. Group Managers will ensure that only directly tax related infor- 
mation is forwarded. Any information alleging other offenses against the United States will 
be forwarded through channels to the Director, Intelligence Division for appropriate disposi- 
tion pursuant to Section 5. 

.04 The Chief, EP/EO Division, or an appropriate designee, will promptly screen all 
Forms 3949 and 4298 received. Forms 4298 not involving exempt organizations, exempt status 
of an organization or employee plans will be forwarded to the Returns Program Manager, Audit 
Division, for the district office servicing the principal place of business of the taxpayer. 
If it is determined an exempt organization or employee plan return is to be secured, the 
return will be requested from the service center and the information associated with the 
return. If the return does not warrant selection for examination because of prior 
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year returns, workload capacity or other factors, the Form 4298 and return will be sent back 
to the service center. However, if the information relates to a taxable period for which no 
return is due or one for which the organization does not have to file a return, such Form 
4298 will be placed in a suspense file until the return is filed and secured, or until the 
accumulated information warrants compliance action. Any instances of apparent failure to 
file will be referred to the Collection function. 

.05 Projects as defined in Section 4.045 may be initiated when authorized by an 
Assistant Commissioner, the Regional Commissioner or by the key District Director. Care 
should be exercised to ensure that only directly tax related information is sought. 

.06 Reports, comments or exchanged information required under the Employee Retirement 
Income Security Act of 1974 (Public Law 93-406) are not considered informants' communications. 

.07 The historical files used In National Office Controlled cases in the Exempt Organiz- 
ation Program are considered a part of the case file. Similarly, the administrative files of 
employee plans and exempt organizations which contain information, such as application for 
recognition of exempt status, determination letters issued and workpapers from prior examina- 
tions, are considered as part of the case file. 

Section 12. Effect on Other Documents 



.01 This supersedes Manual Supplement 91RDD-7, CR 41RDD-18, 51RDD-20 and 71RDD-1, dated 
January 31, 1975 and Manual Supplement 93G-148, CR 42G-323, 45G-223, 5(12)G-22 and 71G-3, 
dated February 20, 1975 and Amendment 1 thereto. Annotations made at IRM 42(14)0, 4568, 
5(12)40, 9311, 9330 and 9390 referring to Manual Supplement 93G-148, CR 42G-323, 45G-223, 
5(12)G-22 and 71G-3 should be removed. 

.02 This amends and supplements IRM 4175, 42(14)0, 4568, 4569, 5(12)40, 6100 (to be 
issued), 7100 (to be issued), 9311, 9330, and 9413. This "effect" should be annotated by pen 
and ink beside the text cited with a reference to this Supplement. 

.03 This supersedes IRM 9390 which will be revised and reissued as soon as possible. 

C-. 

Commi88sioner 



Attachment 
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Attachment to KS 930-152, CR 1(15)6-91, ‘>10-105, 42G-329, 450-231, 510-118, 5(12)0-25, 
blG-3, 71G-9> 91G-33 and 9^G-57 



P-1-1 (Approved 6-23-75) 

Mission of the 
Service 



The mission of the Service is to encourage and 
achieve the highest possible degree of voluntary 
compliance with the tax laws and regulations and 
to conduct itself so as to warrant the highest 
degree of public confidence in its integrity and 
efficiency. The Service should advise the public 
of its rights and responsibilities, determine the 
extent of compliance and the causes of noncompliance, 
and do all things needed for proper administration 
and enforcement of the tax laws. 



Programs and 
facilities to be 
established to 
accomplish Service 
mission 



In order to fulfill this mission, the Service 
must establish programs and facilities for receiving 
and processing returns, for collecting all taxes due, 
for auditing, for detecting fraud and delinquency, 
for hearing and adjudicating appeals, for providing 
taxpayer assistance and information, for recruiting 
persons with a professional outlook and maximizing 
their ability to perform through training in both 
the ethical and professional aspects of their jobs, 
for developing evaluation methods designed to measure 
these aspects, for the uniform interpretation and 
application of the tax laws, for the preparation of 
regulations and tax guide materials, for clarification 
and simplification of tax rules, for maintaining the 
integrity of the Service and its efficient operation, 
and for performing such other duties as may be 
required by laws and regulations. 



Taxpayer privacy 
will be safeguarded 
in the acquisition 
and use of 
information 



Since compliance with Internal Revenue laws 
cannot be determined solely with reference to informa- 
tion on returns and documents filed with the Service, 
the Service will obtain information from outside 
sources. However, only information necessary for 
the enforcement and administration of the tax laws 
which the Service is authorized and directed to 
enforce will be sought. To safeguard taxpayer 
privacy, any information received by the Service, 
other than that described in this paragraph, will 
not be indexed or associated with the name or identi- 
fying symbol of a taxpayer. No disclosure of informa- 
tion will be made except as provided by law. 
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